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The Indian Capital Market 
The capital market consists of primary and secondary markets. Tlie 
primary market deals with the issue of new instruments by the corporate 
sector such as equity shares, preference shares and debt instruments. 
Central and State governments, various public sector industrial units (PSUs), 
statutory and other authorities such as state electricity boards and port trusts 
also issue bonds/debt instruments. 
The primary market in which public issue of securities is made through 
a prospectus is a retail market and there is no physical location. Offer for 
subscription to securities is made to investing community. The secondary 
market or stock exchange is a market for trading and settlement of securities 
that have already been issued. The investors holding securities sell securities 
through registered brokers/sub-brokers of the stock exchange. Investors who 
are desirous of buying securities purchase securities through registered 
brokers/sub-brokers of the stock exchange. It may have a physical location 
like a stock exchange or a trading floor. 
Even before the crisis of 1991, there had been a demand from 
domestic financial institutions (DFIs) to reform Indian equity markets. Liquidity 
on the exchanges lacked the depth the DFIs needed to execute large 
transactions. They also faced problems with brokers front-running against 
their orders, or the lack of resilience of liquidity once it was known that the 
DFIs had placed orders in the market. 
Indian Capital Market in Pre- Liberalised Era 
The equity market was high on the reforms agenda after the Scam of 
1992.The problems of the equity market, at the time, may be summarised as 
follows: 
1. As of 1992, the Bombay Stock Exchange (BSE) was a monopoly. It 
was an association of brokers, and imposed entry barriers, which led to 
elevated costs of intermediation. Membership was limited to 
individuals; limited liability firms could not become brokerage firms. 
2. Trading took place by 'open outcry' on the trading floor, which was 
inaccessible to users. It was routine for brokers to charge the investor a 
price that was different from that actually transacted at. In fact, the 
normal market practice involved brokers charging users' one single 
consolidated price, instead of unbundling the trade price and the 
brokerage fee. 
3. As with all trading floors, there was no price-time priority, so users of 
the market were not assured that a trade was executed at the best 
possible price. 
4. A variety of manipulative practices abounded, so that external users of 
a market often found themselves at the losing end of price movements. 
The BSE is run by brokers, which limits the quality of enforcement 
which can be undertaken against errant brokers. 
5. Floor-based trading, the inefficiencies in clearing and settlement 
(described ahead), entry barriers into brokerage, and the low standards 
of technology and organisational complexity that accompanied the ban 
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upon corporate membership of the BSE led to an environment where 
order execution was unreliable and costly. It was typical for below 50% 
of orders to obtain execution on a given day. 
6. Retail investors and particularly users of the market outside Bombay, 
accessed market liquidity through a chain of intermediaries called 
"sub-brokers". Each sub-broker in the chain introduced a mark-up in 
the price, in the absence of the unbundling of professional fees from 
the trade price. It was not uncommon for investors in small towns to 
face four intermediaries before their order reached the BSE floor, and 
to face mark-ups in excess of 10% as compared with the actual trade 
price. 
7. The market used 'futures-style settlement' with fortnightly settlement. 
This means that trading was supposed to take place for a fortnight until 
a predetermined 'expiration date'. Open positions on the expiration 
date only would go into actual settlement, where funds and securities 
were exchanged. In practice, there was little discipline on ensuring a 
reliable fortnightly settlement cycle. 
8. A peculiar market practice called badia allowed brokers to carry 
positions across settlement periods. In other words, even open 
positions at the end of the fortnight did not always have to be settled. 
9. The efficiencies of the exchange clearinghouse only applied for the 
largest 100 stocks. For other stocks, clearing and settlement were 
done bilaterally, which introduced further inefficiencies and costs. 
10. The use of futures-style trading for a fortnight (or more), coupled with 
badIa, is fraught with counterparty risk. Normally, collateral (margin) 
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requirements are used to ensure capital adequacy, and reduce the 
fragility of the clearing system. Primitive notions of margins existed at 
the BSE on paper, but they were not enforced. A critical feature of the 
modern approach to clearing is "novation" at a clearing corporation; the 
BSE has neither a clearing corporation nor novation. The BSE 
clearinghouse functioned on a best-efforts basis - if shares or funds 
appeared at one end, they would be delivered to the other; the 
clearinghouse itself took no interest in measuring and containing 
counterparty risk. Small-scale problems of partial or delayed payments 
took place on every settlement, and major crises, which required 
closing down the exchange while a compromise was worked out, took 
place once every two to three years. A recent and prominent example 
was seen in April 1995 in the context of shares of the firm 'M. S. 
Shoes', where a default involving a total exposure of Rs.180 million, 
and losses of around one-fifth of this, led to a payments crisis on the 
BSE which halted the functioning of the exchange for three days. 
11. The final leg of the trade was physical settlement, where share certificates 
were printed on paper. This was intrinsically vulnerable to theft, 
counterfeiting, inaccurate signature verification, administrative 
inefficiencies, and a variety of other malpractice. Involuntary and 
deliberate delays in settlement could take place both at the BSE and at the 
firm. 
These problems led to an extremely poorly functioning equity market. 
From late 1993 on wards, the Indian State embarked on a radical reforms 
program which completely transformed market institutions {Shah & Thomas 
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1997). This program consisted of creating four new securities market 
institutions: the Securities and Exchanges Board of India (SEBI), the National 
Stock Exchange (NSE), the National Securities Clearing Corporation (NSCC) 
and the National Securities Depository (NSDL). 
Capital Market Reforms 
India' economic growth has been robust with an average GDP growth 
rate of over 5.5% p.a. for the last 20 years. However, despite several policy 
reforms the Indian stock market has gone nowhere since March, 1992. It is 
noteworthy that this excellent growth record has been achieved in the 
presence of very high and rising, real interest rates. The effect of economic 
reforms on the stock market has been nullified by these increasing, and high, 
real interest rates. Hence, the Indian stock market has gone nowhere since 
March, 1992. Given that growth has been accompanied by wide ranging 
reforms covering external, fiscal and financial sector, it would be logical to 
assume that the financial markets performance would have fully discounted 
the reform story in India by way of higher valuations. 
A no. of developments have taken place in the Indian capital market 
with the launching of financial reforms since July 1991.In the process capital 
market is being rebuilt some of the important developments that have taken 
place in the Indian market are as below. 
(A)From July 1991 to 1995-96 
1. Setting up of securities and excliange board of India (SEBI) with 
autonomous power 'as a regulatory authority over various constituents 
of the capital market. 
2. Launching of over the counter exchange of India (OTCEI) a second-tier 
bourse permitting smaller companies to raise funds. 
3. CCI abolished and free pricing introduced. 
4. Insider trading made an offence. 
5. New Industrial Policy and a packaging of measures to boost industrial 
investment announced by the government. 
6. Guidelines for disclosers and investor's protection issued. 
7. New guidelines issued for preferential offers, right and bonus shares. 
8. Minimum subscription for public issue has been raised. 
9. Proportionate allotment of shares for all public issue cleared by SEBI 
after January 1,1994 has been made mandatory. 
10. Capital adequacy norms for brokers announced : For brokers 
belonging to BSE and CSE minimum deposit required is Rs. 5 lakhs 
etc; for remaining stock exchanges Rs. 2 lakhs each. 
11. Rules relating to portfolio managers and mutual funds launched 
schemes to mobilize funds for investment. 
12. Relaxation in the provisions of Foreign Exchange Regulation Act, 1973 
(FERA) and MRTP Act, 1969. 
13. Foreign Institutional Investors (Flls) registered by SEBI and private 
placement of issue with (Flls). 
14. National Stock Exchange (NSE) began on line scrip less trading in 
India. 
15. Abolition of licensing system. 
16. Promoter required subscribing to at least 25 percent of equity in the 
class of instruments when more than one instruments is offered to the 
public. 
17. Indian companies have been permitted to float Global Depository 
Receipts, Euro Equity Issue, and Floating Rates of Interest Notes in 
various foreign countries. 
18. Clearance for foreign institutions and banks for their capital issues has 
been made mandatory. 
19. Full convertibility of Rupee on trade as well as on current account 
announced. 
20. Forward trading are banned and a new trading system called the 
'twine-track' system was introduced. 
21. Foreign equity investments of Multi-National Corporation (MNCs) 
increased to 51 percent of equity capital in their subsidiary companies 
in India. 
(B) Capital Market Reform form April 1996 to march 2002 
The process of capital market reforms was carried forward during 
1996-2002. A number of reforms, both in the primary as well as secondary 
markets for equity, debt and foreign institutional investment were made. The 
following are some of the important reforms made during this period: 
1. The depositaries act 1996was enacted in July 1996 and SEBI 
(depositories and participants) regulations, 1996 notified. 
2. To provide greater flexibility, SEBI gave up vetting of public issue 
documents. 
3. To encourage the development of debt market, debt issues not 
accompanied by an equity component permitted to be sold entirely by 
the book building" process subject to section 19(2) (b) of the securities 
contracts (regulations) Rules. 
4. Stock exchanges asked to modify the listing agreement to provide for 
the payment of interest by companies to investors from the 30th day 
after the closure of a public issue." 
(C) Capital Market Reform form April 2002 
1. RBI introduced Real Time Gross Settlement system (RTGS) in 2004. 
2. Mutual Funds have been allowed, vide notification dated 12th January, 
2006, to float Gold Exchange Traded Fund schemes which have been 
are permitted to invest primarily in Gold and Gold related instruments, 
which have been defined as such instruments having gold as 
underlying, as are specified by SEBI from time to time. 
3. Investor Protection Fund: Budget announcement 2006-07- Fund under 
the aegis of SEBI, funded by fines and penalties recovered - set up by 
SEBI in June, 2007. 
4. Delisting Framework: The Securities Laws (Amendment) Act, 2004 
amended the SCRA to provide that a stock exchange may delist 
securities, after recording reasons tlierefor, on any of the grounds as 
may be prescribed in the rules. - Rules are proposed to be amended. 
5. Short selling -by Institutions- settled by delivery and securities 
lending and borrowing to facilitate delivery, by institutions announced in 
2007-08 budget- implementation under consideration of the 
Government in consultation with RBI and SEBI. 
6. Pan Mandatory: Budget announcement of 2007-08 PAN the sole 
identification number for all participants in the securities market - SEBI 
issued the necessary circular and the same came into force with effect 
from 2nd July, 2007. 
7. Foreign Investment in securities markets Infrastructure Companies 
Foreign Investment up to 49% has been allowed in infrastructure 
companies in the securities markets, viz. stock exchanges, 
depositories and clearing corporations, with separate Foreign Direct 
Investment (FDI) cap of 26% and Foreign Institutional Investment (Fll) 
cap of 23%. 
8. ADR/GDR/FCCB-Foreign Capital Moblisation 1992-93 - allowed the 
Indian corporate sector to have access to global capital markets 
through issue of Foreign Currency Convertible Bonds (FCCBs)/Equity 
Shares under the Global Depository Mechanism. 
June, 2006- Government permitted unlisted companies to sponsor an 
issue of ADRs/GDRs. 
May 2007 -A Committee has been set up by Government to review 
the entire ADR/GDR policy with a view to streamlining FCCB/ADR/GDR 
procedures to enable Indian companies to have greater and smoother access 
to international capital markets. 
The Securities and Exchange Board of India (SEBI) 
The Securities and Exchange Board of India (SEBI) was constituted on 
12 April 1988 as a non-statutory body through an Administrative Resolution 
of the Government for dealing with all matters relating to development and 
regulation of the securities market and investor protection and to advise the 
government on all these matters. SEBI was given statutory status and powers 
through an Ordinance promulgated on January 30 1992. 
Since 1995, trading in securities is screen-based and Internet-based 
trading has also made an appearance in India. The secondary market 
consists of 23 stock exchanges including the National Stock Exchange, Over-
the-Counter Exchange of India (OTCEI) and Inter Connected Stock Exchange 
of India Ltd. The secondary market provides a trading place for the securities 
already issued, to be bought and sold. It also provides liquidity to the initial 
buyers in the primary market to reoffer the securities to any interested buyer 
at any price, if mutually accepted. An active secondary market actually 
promotes the growth of the primary market and capital formation because 
investors in the primary market are assured of a continuous market and they 
can liquidate their investments. 
Over the Counter Exchange of India 
These problems in secondary market liquidity led to a first attempt to 
innovate on a design for the equity markets. This attempt was made by the 
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DFIs and became the Over the Counter Exchange of India, Ltd. (OTCEI). 
OTCEI was inspired by the NASDAQ system of using multiple, competing 
market makers. This exchange started as a national market that was limited to 
trading shares that had very low liquidity on the existing exchanges. OTCEI 
was unable to create a liquid market and was ultimately considered a failure in 
financial institution building. 
National Stock Exchange 
The National Stock Exchange was set up in 1992 as a first step in 
reforming the securities market through improved technology and introduction 
of best practices in management. It started with the concept of an 
independent governing body without any broker representation thus ensuring 
that the operators' interests were not allowed to dominate the governance of 
the exchange. There were two guiding principles that drove the design of the 
new exchange: first, that the price discovery process should be as transparent 
as possible; second, the exchange should support competition - there should 
be equal access for all equity market participants. 
Depository System 
The erstwhile settlement system on Indian stock exchanges was also 
inefficient and increased risk, due to the time that elapsed before trades were 
settled. The transfer was by physical movement of papers. There had to be a 
physical delivery of securities -a process fraught with delays and resultant 
risks. The second aspect of the settlement related to transfer of shares in 
favour of the purchaser by the company. The system of transfer of ownership 
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was grossly inefficient as every transfer involves physical movement of paper 
securities to the issuer for registration, with the change of ownership being 
evidenced by an endorsement on the security certificate. In many cases the 
process of transfer would take much longer than the two months stipulated in 
the Companies Act, and a significant proportion of transactions would end up 
as bad delivery due to faulty compliance of paper work. Theft, forgery, 
mutilation of certificates and other irregularities were rampant. In addition, the 
issuer had the right to refuse the transfer of a security. All this added to costs 
and delays in settlement, restricted liquidity and made investor grievance 
redress time consuming and, at times, intractable. To obviate these problems, 
the Depositories Act, 1996 was passed. It provides for the establishment of 
depositories in securities with the objective of ensuring free transferability of 
securities with speed, accuracy and security. 
Introduction of Derivatives 
To assist market participants to manage risks better through hedging, 
speculation and arbitrage, SC(R) A was amended in 1995 to lift the ban on 
options in securities. However, trading in derivatives did not take off, as there 
was no suitable legal and regulatory framework to govern these trades. 
The turnover of the spot and derivatives market of NSE and BSE, 
continued to show an upward trend. During 2007, NSE and BSE spot market 
turnover showed a rise of over 60 per cent and 47 per cent, respectively, over 
the previous year. In respect of NSE and BSE derivatives, the increase was 
around 70 per cent and 200 percent, respectively. The spot market turnover 
(one-way) for NSE and BSE (together) amounted to Rs. 45,08,709 crore. In 
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the derivatives market, the NSE and BSE turnover added up to Rs. 
1,21,60,701 crore during 2007, showing a quantum growth over the previous 
year. During 2007, as a proportion of market capitalization of Nifty, the 
turnover in NSE spot and derivative markets were 87.8 per cent and 339 per 
cent, respectively. The turnover in BSE spot and derivatives accounted for 22 
per cent and 3 per cent, respectively, of market capitalization of BSE 500. 
Stress on professionalism 
A critical clement of financial sector reforms is the development of a 
pool of human resources having the skills and expertise to provide quality 
intermediation services in each segment of the industry. In order to dispense 
quality intermediation, personnel working in the industry need to (a) follow 
certain code of conduct usually achieved through regulations and (b) possess 
requisite skills and knowledge generally acquired through a system of testing 
and certification. It is necessary that they have a proper understanding of the 
business and skills to help it remain competitive. Such testing and certification 
has assumed added significance in India as there is no formal education/ 
training on financial markets, especially in the area of market operations 
which have undergone a complete transformation in the recent years. Taking 
into account international experience and needs of the financial markets, NSE 
launched NCFM (NSE's Certification in Financial Markets). It tests practical 
knowledge and skills that are required to operate in financial markets, in a 
very secure and unbiased manner, and certifies personnel with a view to 
improve quality of intermediation. This has gained market acceptability, as 
there is a realisation that the financial markets are soon going to be the turf of 
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certified professionals due to regulatory compulsions and/or initiatives of the 
industry. By imparting comprehensive knowledge and skill in the chosen field, 
NCFM enhances career opportunities for NCFM certified persons and allows 
market participants and intermediaries to build their own staff development 
strategies tailored to their specific needs. 
Internet Broking 
With the Internet becoming ubiquitous, many institutions have set up 
securities trading agencies that provide online trading facilities to their clients 
from their homes. This has been possible since all the players in the securities 
market, viz., stockbrokers, stock exchanges, clearing corporations, 
depositories, DPs, clearing banks, etc., are linked electronically. 
Capital Market Reforms in India 
India's capital market has come a long way since economic reforms 
began in early 1990s. The size of India's equity market equals its GDP -
similar to G7 countries. Transaction costs have come down considerably and 
now are less than the average in developed markets. State of-the-art market 
infrastructure combined with increasing profitability and competitiveness of 
Indian companies has attracted significant foreign portfolio investment. The 
Securities and Exchange Board of India is now widely perceived as a robust 
institution, a role model for regulators in emerging markets. 
Indian Capital Markets have grown exponentially in the last few years. 
The growth has been in every sphere, in the amount of capital raised through 
primary issuances, in exchange trading turnovers, in the market indices and 
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market capitalization, in mutual fund assets and foreign institutional 
investment. Corporate earnings are growing at healthy pace and the markets 
are a reflection of the health of the Indian economy. 
The Indian capital market attained further depth and width in business 
transacted during 2007. The Bombay Stock Exchange (BSE) Sensex, which 
had been witnessing an upswing since the latter part of 2003, scaled a high of 
20,000 marks at the close of calendar year 2007 and 21000 in January 2008. 
The National Stock Exchange (NSE) Index rose in tandem to close above the 
6,100 mark at the end of 2007. Both the indices more than tripled between 
2003 and 2007, giving handsome yearly returns. Alongside the growth of 
business in the Indian capital market, the regulatory and oversight norms 
have improved over the years, ensuring a sound and stable market. 
SEBI's objective has been to encourage the development of the market 
while protecting the interests of investors. The task is however only partly 
done. Rapidly expanding markets require the industry and regulators to 
continually shore up their skills and resources. The establishment of the 
National Institute of Securities Markets is an effort to develop securities 
market skills and knowledge across the board for investors, students, market 
intermediaries and professionals and regulators. 
The market has been transformed in the 16 years since SEBI emerged 
as the statutory regulator of India's securities market. India's market in 2007 
features a developed regulatory environment, a modern market infrastructure, 
a steadily increasing market capitalization and liquidity, better allocation and 
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mobilization of resources, a rapidly developing derivatives market, a robust 
mutual fund industry, and increased issuer transparency. 
Foreign Institutional Investors 
The changes in market structure, regulation and technology brought 
about significant qualitative changes in the Indian securities market, greatly 
reduced systemic and settlement risks, and helped create more transparent, 
liquid and efficient securities markets. Increasing confidence in the fairness 
and efficiency of the market, and the elimination of barriers to foreign 
institutional investment in 1994, fueled the growth of foreign portfolio 
investment. Portfolio Investment by Foreign Institutional Investors (Flls) in 
India has grown every year since then, except for 1998, vi/hen the Asian crisis 
led to a major exodus across all markets. Despite several factors Indicating a 
relative slowdown in the emerging markets, foreign institutional investors 
(Flls) continue to be bullish on India. They have pumped in a hefty $6 billion in 
equities to date in calendar 2007. 
Mutual Fund Industry 
The mutual fund industry, like the market, has expanded at an 
accelerating rate over the period 1992-2007. In 1993, private sector players, 
including international asset managers were permitted to set up mutual funds. 
Assets Under Management (AUM) grew nearly ten-fold from Rs.43,000 crore 
(US$ 14billion) in June 1993 to Rs.400,842 crores (nearly US$ 100 billion) on 
June 30, 2007. The number of mutual fund schemes went up from less than 
100 to 772 over the same period. The Association of Mutual Funds in India 
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(AMFI) has played an important role In the Industry's growth. This fund trade 
association, comprised of 32 asset management companies, helps develop 
and maintain high professional and ethical standards in mutual fund 
operations. AMFI's guidelines have set industry standards and more recently 
it has established a program for training, testing, and certifying all mutual fund 
intermediaries. SEBI later made this program mandatory for intermediaries. 
Indian Capital Market Vs. Global Capital Markets 
In a relatively short period of 17 years, India's capital market has 
transformed into one of the most active and modern around the globe. This 
report begins by describing that transformation in Chapter 1, highlighting five 
major achievements that have helped to propel the stunning changes in 
India's market from early 1992 through mid-2007: 
• Building an appropriate and responsive regulatory environment 
• Leveraging technology to develop state-of-the-art market systems and 
infrastructure 
• Developing a rapidly expanding derivatives market 
• Developing a robust mutual fund industry 
• Increasing transparency through convergence of accounting standards. 
Today India capital market is well known worldwide due to its 
attractiveness and tremendous potential to grow further. Prior to liberalization, 
the India capital market was not anywhere in the global picture due to 
outdated and conventional pattern of operation. Forget about the Flls 
investment in the market, even Indian investors were not interested to put 
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money in the capital market. Thanks must go to the former Prime Minister Mr. 
P.V Narsimha Rao and Finance Minister Mr. Manmohan Signh, who is 
currently our Prime Minister, when on 2A^^ July 1991, Indian economy, was 
opened up on substantial basis. By virtue of the opening up of the India 
economy, the capital market of India was not the exception. With the 
liberalization of the Indian capital market, too much emphasis was laid down 
to increase the number of investors in the market. The sign of the any develop 
market is the large number of buyers and sellers, who are always ready to 
buy and sell to provide liquidity to the fund of the investors. The Indian growth 
story continues. A nine per cent increase in GDP for the second consecutive 
year, together with unprecedented levels of foreign direct and institutional 
investment, helped the benchmark stock exchange indices to reach record 
highs. The Bombay Stock Exchange (BSE) and National Stock Exchange 
(NSE) are the key indicators of the health of the capital markets in India. The 
BSE Sensex, a basket of 30 representative stocks, rose by 47 percent over 
2006.The market capitalization of the BSE increased from US$819 billion in 
2006 to US$1,819 billion at the end of 2007, an increase of nearly 125 per 
cent. Some 106 companies floated in 2007, raising funds amounting to US$11 
billion (compared with US$7 billion in 2006), making India the seventh largest 
market in the world in terms of funds raised. India is forecast to be the fastest 
growing IPO market in the first half of 2008 in the Asia Pacific region. Yet 
India appears to be at a relatively early stage of development which suggests 
that there remains substantial - perhaps enormous - potential to be tapped. 
This is underlined by the number of companies listing overseas. Currently, 
over 100 Indian companies are listed on various international stock 
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exchanges including New York, NASDAQ, London, Luxembourg, Dubai and 
Singapore. 
Most stocl< exclnanges saw at least a modest increase in companies 
listed in 2007. In Japan, however, many of the new listings were the result of 
efforts to boost recruitment of relatively small growth companies, such as on 
the Mothers market of the TSE, whereas the Chinese markets in particular 
saw large, in some cases record-breaking, IPOs. Australia's ASX and the 
National Stock Exchange of India (NSE) saw notable increases in listed 
companies, with the former climbing to a monthly average of almost 2,000, 
while the NSE rose to nearly 1,300 companies. The Bombay Stock Exchange 
(BSE) was the largest stock exchange in the region as measured by the 
number of companies listed, with a monthly average of nearly 5,000 in 2007. 
Japan's TSE had over 2,400 companies. Both of the mainland Chinese stock 
markets in Shanghai and Shenzhen still had fewer than 1,000 listed 
companies at the end of 2007, despite their rapid growth in market 
capitalisation. Hong Kong, however, had over 1,200. 
Market Indices 
All of the major stock market indices in the Asia Pacific region rose 
between 2005 and 2007. But the Composite Indices in Shanghai and 
Shenzhen, followed by the Hochiminh Stock Exchange's VNINDEX, the 
Bombay Stock Exchange's SENSEX, as well as the National Stock Exchange 
of India's S&P CNX NIFTY, were the outstanding performers. They were the 
biggest beneficiaries not only of a regional shift into equities investment, but 
also of the increasing exposure of western funds to emerging markets. Large, 
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heavily oversubscribed IPOs, especially in the financial services and energy 
sectors, and mergers and acquisitions were important in driving big rises in 
these indices. Shenzhen experienced a near five-fold rise, while Shanghai 
was not far behind, moving from 1,191 in January 2005 to 5,261 at the end of 
December 2007. The other big Chinese stock exchange, in Hong Kong, also 
saw a significant rise. Its S&P HKEX Large Cap Index climbed by more than 
100% over the same period, as did a number of exchanges throughout the 
region, notably those in Indonesia and Korea. There were signs of progress 
too in some of the frontier markets, especially the Karachi Stock Exchange 
where the All Share Index also rose by more than 100%. 
Among the Asian stock markets, Chinese and Indonesian markets 
outperformed the Indian markets in terms of cumulative performance over 
2003 levels. While the BSE Sensex rose by 47.1 per cent during 2007, SSE 
Composite Index (Shanghai, China) rose by 96.7 per cent and the Jakarta 
Composite Index (Indonesia) increased by around 52 per cent. Other 
international indices which rose appreciably in 2007 were Hang Seng (Hong 
Kong) by 39.3 per cent, Kospi (South Korea) by 32.3 per cent and Kuala 
Lumpur Comp Index (Malaysia) by 31,8 percent. 
Protection of investors' interest 
The inclination of investors is greater in the market were they feel 
secured and safe in regard to their investment. Investors always make trade 
off between return, risk and protection. The returns in the Indian capital 
market are so high as compare to other global capital market. Though India 
has scored only 6 out of 10 grade still investors feel it a better market. 
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Scenario of stock market in some African countries 
African stock markets, following in the wake of the surge in world stock 
markets over the past few decades, are starting to take off. Although starting 
from a low base, a recent IMF study shows that the region's stock markets 
have begun to help finance the growth of African companies but must develop 
further to offer broader economic benefits. In 1989, only five sub-Saharan 
African countries had stock markets; today, 16 countries, including Ghana, 
Malawi, Swaziland, Uganda, and Zambia, have them. Between 1992 and 
2002, the capitalization of African stock markets more than doubled from $113 
billion to $245 billion. 
Despite this increase, their average capitalization (excluding the 
markets of South Africa and Zimbabwe) of about 27 percent of GDP is lower 
than in most emerging markets. Malaysia, for example, has a capitalization 
ratio (market capitalization relative to GDP) of about 160 percent. Moreover, 
the region's markets are immature: indicators of stock market development 
show that they are small and have few listed companies. Market liquidity is 
also low, with turnover ratio of less than 1 percent in Swaziland compared 
with about 29 percent in Mexico. Low liquidity implies low business volume 
and greater difficulty in supporting a local market with its own trading system, 
market analysis, and brokers. 
Even though markets are gradually adopting electronic systems, there 
are still substantial African stock markets that trade manually and use manual 
clearing and settlement. Similarly, most markets do not have central 
depository systems, while some markets still have restricted foreign 
21 
participation. Such bottlenecks slow trading and induce inactivity. A number of 
proposals for an agenda that will promote the development of stock markets 
in Africa have been advanced. 
Chinese and Indian Capital IVIarket 
China and India will fuel world growth in the coming century. These two 
economic superpowers, emerging from the Asia Pacific region, will shift the 
balance of world capital flows, both creating demand for capita! and, 
increasingly, providing investment funds to satisfy it. As the economies and 
markets in the region have deregulated, the opportunities for entrepreneurs 
and established businesses have grown exponentially. 
Outside China and India, other stock markets in the region have seen 
increasing investment activity, aided by the success of some specialist growth 
markets such as KOSDAQ and by the consolidation of some stock 
exchanges. For example, the Jakarta Stock Exchange and the Surabaya 
Stock Exchange merged to create the Indonesia Stock Exchange in 
September 2007. World capita! markets operate in various logical and 
overlapping groups, such as by size of stock market, type of company, sector 
concentration or geographic proximity. The 2008 Grant Thornton capital 
markets guide for Asia Pacific is part of a series of capital markets guides that 
Grant thornton International has compiled over 7 years. These guides track 
the emergence and development of some of these alignments. This Asia 
Pacific guide compares the performance of the 21 largest stock exchanges in 
the region, from India and Pakistan in the west, to Japan and China in the 
east, to Australia and New Zealand in the south. 
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"Boosted by a high rate j t GDP groA'th, record-breaking l-^ 'tie' ^^ubi' • 
Offerings (IPOs) anci an influx rt r?tdi' investors, China's exchanges have 
rapidly ascended to the hignes-: ran*<;£ of the region's stock rnaikets Shangha! 
looks set (0 challenge Irie position o'^ the Tokyo Stock Exchange (TGE) as the 
biggest 'n ine region, wii;!e Shenzhen and Hong Kong have also seen big 
increase-i in market capitaiisaiJon, turnover and liquidity. Chinese corrpanies 
want ic acquire brands in North A'nenca and Europe as weil as di^ '^ T^ibLtior 
cnanneis. They are becoming more confident acquirers of foreign r/USinesses 
heipec by an appreciating renminbi. The growth cf oa^Atal markets has also 
had an Important effect on mergers & acquisit-ons (r-/i&.Aj activity in China. 
Domestic M&A activity is being fueiled by finanDe avaiiabSe froin the equitv 
markets, and it is Ihis funding vvlrch is allowing ieeding companies to act ii>: 
industry consDiiciators, Thrra is mrssive untapped potentiai tor U&f\ in Chir.-:. 
Continued growth un^ consoiidatioi across vast amounts or once siatc 
coDtrolied industry is driving domestic doal flow in the private sector. 
The Japanese exchangc)s, hampered by t'"!eir lew rate of GDP growth, 
hfiive been ur^ sbis: to ey-^yand. The Tokyo S'Ock Exchange's (TSE) market 
capiiaiisatiop, turnover and Jiquidity !iave been reJE'iveiy consistent, although 
it n?.3 faile:! to grow. 3L':I Osaka and Nagoya have had little turnover c 
liquidity in relai:ion to their size. 
A number of other stock exchanges in the region, notably those in 
Australia, Singapore and Malaysia, also richieved impressive growth in market 
capitalisation and trading between 2005 and 2007. 
Emerging economies like China and India offer both opportunities for 
Investment as well as being a source of increased competition with their large, 
rapidly expanding and often affluent economies. Emerging markets offer 
exciting growth prospects even as the global economy as a whole faces a 
slowdown. 
Conclusion 
In post liberalized era we achieved a lot in regard to growth in the 
number of transactions, turnover on daily, monthly and yearly, market 
capitalization, Fl!s and mutual fund investment, number of players, number of 
instruments, profitability, liquidity, marketability etc. Growth in these factors is 
definitely a signal of strength of the capital market, but this is aiso a reality that 
the Indian market has become volatile in post liberalized era. This vciatility is 
adversely affecting the interest, of the real investors. This is the duty of the 
Government of India along with the SEBI to capitalize the impact of 
globalization and liberalization but simuitaneously the continence ievel of the 
investors in the market should also be taken care of. This can be achieved by 
taking necessary measures to curb speculative trading and giving more 
emphasis on the protective measures in the Indian capital market then only 
real benefits of liberalization we can taste othenwise Flls will reap maximum 
benefits from our market and our small investors vyill suffer. 
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Preface 
Until the early 1990s, the trading and settlement infrastructure of the 
Indian capital market was sub-standard and outdated. Trading on all stock 
exchanges was through open outcry, settlement systems were paper-based, 
and market intermediaries were largely unregulated. The regulatory structure 
was fragmented and there was neither comprehensive registration nor an 
apex body of regulation of the securities market. The stock exchanges were 
run as "brokers clubs" as their management was largely composed of brokers. 
There was no prohibition on insider trading, or fraudulent and unfair trade 
practices. Since 1992, there has been intensified Capital market reform, 
resulting in a big improvement in securities trading, especially in the 
secondary market for equity. Most of the stock exchanges have now 
introduced online trading and set up clearing houses/corporations. A 
depository has become operational for scripless trading and the regulatory 
structure has been overhauled with most of the powers for regulating the 
capital market vested with Securities Exchange Board of India (SEBI). 
Over the last few years. Securities Exchange Board of India (SEBI) has 
announced several far-reaching reforms to promote the capital market and 
protect investor interests. Reforms in the secondary market have focused on 
three main areas, structure and functioning of stock exchanges, automation of 
trading and post trade systems, and the introduction of surveillance and 
monitoring systems. Computerized online trading of securities, and setting up 
of clearing houses or settlement guarantee funds were made compulsory for 
stock exchanges. Stock exchanges were permitted to expand their trading to 
locations outside their jurisdiction through computer terminals. Thus, major 
stock exchanges in India have started locating computer terminals in far-flung 
areas, while smaller regional exchanges are planning to consolidate by using 
centralized trading under a federated structure. Online trading systems have 
been introduced in almost all stock exchanges. Trading is much more 
transparent and quicker than in the past. Screen-based trading introduces a 
greater degree of transparency and reduces spreads. Market manipulation 
becomes more difficult with screen-based trading and easier to investigate on 
account of the transparent audit trails that are established. 
The Foreign Institutional Investors (Flls) have been allowed to invest in 
the Indian securities market since September 1992 when the Government 
issued the Guidelines for Foreign Institutional Investment. Turnover in the 
Indian stock exchanges is high, implying that they are dominated by 
speculative investments, which is not unusual in emerging markets. However, 
trading volumes in the Indian capital market are fairly large compared to those 
in other emerging markets. 
The Securities Exchange Board of India (SEBI) has taken several 
measures to improve the integrity of the secondary market. Legislative and 
regulatory changes have facilitated the corporatization of stockbrokers. 
Capital adequacy norms have been prescribed and are being enforced. A 
mark-to-market margin and intraday trading limit have also been imposed. 
Further, the stock exchanges have put in place circuit breakers, which are 
applied in times of excessive volatility. The disclosure of short sales and long 
purchases is now required at the end of the day to reduce price volatility and 
further enhance the integrity of the secondary market. In April 1996, SEBI 
announced a policy initiative that makes access to the primary market more 
restrictive. SEBI requires that a firm that wishes to go public should have a 
three-year track record of dividends. If this is not satisfied, it should at least 
have a project with investment from a financial institution of at least 5 percent 
of the total project cost. There has been a debate on whether this entry 
condition is too restrictive. But the measure seems necessary to help recover 
investor confidence in the corporate sector. The Indian economy is like to 
grow at faster rate then many other emerging economies of the world. In 
future, the Indian equity market will be more attractive at global level. New 
and new financial instruments will be introduced, new players will enter in the 
market and the scenario of the market is likely to be at par with the capital 
markets of developed countries. 
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1,1 introduction 
The capital market is one of the most vibrant sectors in the financial 
system, marking an important contribution to economic development. Two 
major reasons why Indian securities are now increasingly regarded as 
attractive to international investors are the relatively high returns compared 
with developed global markets as well as the low correlation with the world 
markets. Capital occupies a position so dominant to the economic theory of 
production and distribution that it is natural to assume that it should occupy at 
least an equally important place in the theory and practice of economic 
grov^h. It is usually implied that economic growth and capital accumulation 
with a high positive and significant correlation and additions to the stock of 
capital can provoke and facilitate faster rate of growth even under the 
circumstances which can be described as shortage of capital. 
The aforesaid correlation between the process of economic growth and 
capital accumulation inspired the earlier theorists of economic development 
and even in the works of modern economists output is still assumed to be 
limited by capital whether there is abundant labour or not. A high rate of 
capital formation usually results in rapid growth in the production and income, 
but more capital formation by itself will not bring a corresponding acceleration 
in the growth of production. It also depends to a large extent on the manner in 
which the capital is utilized. 
Capital market means the market for all the financial instruments, short 
term and long term as also commercial, industrial and government paper. 
Chapter-1 Backpround and Perspective Framework of the Study 
The capital market deals with capital. The capital market is a market where 
borrowing and lending of long term funds takes place. Capital markets deal in 
both debt and equity. The governments both central and state raise money in 
the capital market, through the issue of government securities. Capital 
markets refer to all the institutes and mechanisms of raising medium and 
long-term funds, through various instruments available like shares, 
debentures, bonds etc. Corporate both in the private sector as well as in the 
public sector raise thousands of crores of rupees in these markets. The 
governments, through Reserve Bank of India, as well as financial institutions 
also raise a lot of money from these markets. Examples of well-developed 
markets are - The Global depository and American depository. Moreover, the 
establishment of National Stock Exchange and Bombay Stock Exchange has 
been turning point in the working of capital markets. 
"The volume of fresh capital raised on the primary market has declined 
significantly. The secondary market reforms have not really progressed 
because of the recalcitrance of the market operators' and SEBI's lack of will. 
The stock market is plagued by uncommonly high number of drawbacks, 
malpractices, weaknesses and so on. Both the primary and secondary market 
has remained depressed. The annual average growth rate of return of the 
stock market and other financial market has declined and other has not been 
much gain in terms of reduction of volatility of prices and return; infact, 
volatility has increased. The stock market has continued to be highly 
speculative."^ 
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1.2 Statement of Problems: 
1. The complexities in the equity market have grown many folds. The 
market is moving on the basis of the behavior of the investors in the 
market. 
2. The equity market is quite volatile due to the Flis entry and exit in the 
market and small investors are loosing huge fund in short run if the 
volatility continues. 
3. Derivative trading has been introduced in India capital market to protect 
the risk against the fluctuation of the prices, but it is not being used to 
hedge the fund rather for speculative activities which is making the 
investors in danger. 
4. As and when the market is at boom, the companies come up with their 
IPOs. It is making the investors confused as they can get more prices 
for the same security during the boom time. Ultimately, it invites risk to 
the investment of investors as many times the IPO listed below the 
price of issue. 
5. Asset prices are so high that they show all the signs of a stock bubble. 
6. India was relatively untouched by the Asian financial cnsis of 1997, but 
it is much more vulnerable to changes in external cash flows today, 
7. India is very dependent on global cash flows. Unlike China, India runs 
a trade deficit and only showed a total capital account surplus in fiscal 
2006 because of that US$12.5 billion from overseas investors in 
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Stocks, foreign direct investment of $6 billion in 2006 and rising 
corporate borrowing on international capital market. 
8. India's companies show above-average profitability. The average 
return on equity for Indian companies on the Mumbai stock exchange 
is 21%.^ It is significantly above the 18.7% average return on equity for 
the U.S. members of the Standard & Poor's 500 Index ($INX). 
9. In addition, Indian companies are comparatively underleveraged, with 
an average debt-to-equity ratio of just 70% compared with a ratio of 
123% for the S&P 500 companies. That means they've got plenty of 
room to add debt, which will in turn increase leverage, return on equity 
and profitability for investors. 
10. The months of Apnl, March and February have been quite volatile on 
the basis of degree of volatility as compare to the other months in 
India. 
11. The impact of oil prices is directly affecting the Indian capital market. 
12. The emergence of derivative segment is again creating problems for 
the equity delivery based market. Most of the investment in the market 
is speculative in nature and affecting the interest of the real investors. 
13."Over the last decade of reforms, one of the things that we could not 
ignore about India has experienced dramatic development in the equity 
market If nothing else, it has been a puzzle trying to figure out why our 
equity market appears to vacillate between suffering from scams and 
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market misconduct, and emerging one of the best developed markets 
in the world."^ 
1.3 Emerging Issues 
Indian capital market has gone with tremendous changes especially after the 
economic liberalization. No doubt, the market has achieved different 
milestones but simultaneously it has given many threats to the market which 
is making the apex authorities difficult to make the market in control. Some of 
the issues are mentioned below: 
1. Recently, several large equity offerings, including those from reputable 
business houses, have struggled to hit their targets. India's stock 
markets have been volatile, reacting to fears of a widening global credit 
crunch and fears of a U.S. recession. 
2. India, among the European investors, is believed to be a good 
investment despite political uncertainty, bureaucratic hassles, 
shortages of power and infrastructural deficiencies. India presents a 
vast potential for overseas investment and is actively encouraging the 
entrance of foreign players into the market. No companies, of any size, 
aspiring to be a global player can, for long ignore this country which is 
expected to become one of the top three emerging economies. 
3. India is the fourth largest economy in the world (ranking above France, 
Italy, the United Kingdom, and Russia)'' and has the third largest GDP 
in the entire continent of Asia, it is also the second largest among 
emerging nations. (These indicators are based on purchasing power 
parity.) India is also one of the few markets in the world which offers 
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high prospects for growth and earning potential in practically all areas 
of business. Yet, despite the practically unlimited possibilities in India 
for overseas businesses, the world's most populous democracy has, 
until fairly recently, failed to get the kind of enthusiastic attention 
generated by other emerging economies such as China. 
4. The reason being, after independence from [Britain 50 years ago, India 
developed a highly protected, semi-socialist autarkic economy. 
Structural and bureaucratic impediments were vigorously fostered, 
along with a distrust of foreign business. Even as today the climate in 
India has seen a sea change, smashing barriers and actively seeking 
foreign investment, many companies still see it as a difficult market. 
India is rightfully quoted to be an incomparable country and is both 
frustrating and challenging at the same time. Foreign investors should 
be prepared to take India as it is with all of its difficulties, contradictions 
and challenges. 
5. Success in India will depend on the correct estimation of the country's 
potential, underestimation of its complexity or overestimation of its 
possibilities can lead to failure. While calculating, due consideration 
should be given to the factor of the inherent difficulties and 
uncertainties of functioning in the Indian system. Entering India's 
marketplace requires a well-designed plan backed by serious thought 
and careful research. For those who take the time and look to India as 
an opportunity for long-term growth, not short-term profit- the trip will be 
well worth the effort. 
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6. Developing a basic understanding or potential of the Indian market, 
envisaging and developing a Market Entry Strategy and implementing 
these strategies when actually entering the market are three basic 
steps to make a successful entry into India. Developing a basic 
understanding or potential of the Indian market The Indian middle class 
is large and grovi^ ing; wages are low; many workers are well educated 
and speak English; investors are optimistic and local stocks are up; 
despite political turmoil, the country presses on with economic reforms. 
But there is still cause for worries-
7. The rapid economic growth of the last few years has put heavy stress 
on India's infrastructural facilities. The projections of further expansion 
in key areas could snap the already strained lines of transportation 
unless massive programs of expansion and modernization are put in 
place. Problems include power demand shortfall, port traffic capacity 
mismatch, poor road conditions (only half of the country's roads are 
surfaced), low telephone penetration (1.4% of population). 
8. Although the Indian government is well aware of the need for reform 
and is pushing ahead in this area, business still has to deal with an 
inefficient and sometimes still slow-moving bureaucracy. 
1.4 Review of the Literature 
The subject matter of Capital Market in its multifacism sphares has been the 
thought provoking subject of topical Interest. In the following paragraphs, the 
researcher has made a comprehensive review of literature on the wide-
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ranging studies on the variegated aspects of Indian capital market. The 
notable among them are: 
One of the early works on functioning of stock markets and financial 
institutions was by Simha, Hemalata and Balakrishnan (1979). Bole (1982) 
wrote a comprehensive book on the growth and changes in the structure of 
Indian capital markets and financial institutions. The book was subsequently 
updated and revised in 1992. Several books have been written on security 
analysis and investment in Indian stock markets: Bhalla (1983); Jain (1983), 
Sahni (1986), Singh (1986); Chandra (1990a), Raghunathan (1991), Avadhani 
(1992); Yasaswy (1985, 91, 92a, 92b) and Barua et al (1992). These books 
are primarily written for initiating lay investors to techniques for security 
analysis and management of investment portfolios. Basu & Dalai (1993), 
Barua & Varma (1993a) and Ramachandran (1993) have critically examined 
various facets of the great securities scam of 1992. 
Three types of informational efficiency (weak, semi-strong and 
strong) have been well identified by researchers in the field of capital markets 
throughout the world. Weak efficiency states that current prices fully reflect all 
the information contained in the history of past prices and denies the utility of 
charting and technical analysis. This issue has been researched in India over 
a long period and the ovenwhelming preponderance of evidence, for example, 
Barua (1980, 1987); Sharma (1983); Ramachandran (1985); Sharma and 
Kennedy (1977); Gupta (1985) is in favor of weak form efficiency. There have 
been only a few studies (Kulkarni (1978) and Chaudhury (1991a,b,c)) which 
did not support the weak efficiency hypothesis. 
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In the light of the above evidence, the results of Bhat and Pandey 
(1987) appear paradoxical. On the basis of a questionnaire survey, they 
conclude that the users and preparers of accounting information in India do 
not believe that the market is efficient in any of its three forms. 
Semi strong form of efficiency deals with the speed with which publicly 
available information is assimilated by the market and incorporated in market 
prices. The evidence on this issue is mixed. Subramaniam (1989) found that 
in the case of political events, the market appeared to respond more efficiently 
to events whose impact on share values was characterized by low complexity 
and high clarity. The market seemed to have difficulty with ambiguous and 
complex events. Ramachandran (1985) and Srinivasan (1988) found that the 
market was by and large efficient in responding to the information content of 
bonus issues and rights issues respectively. 
The third form of market efficiency (strong form) asserts that even 
inside information which is not publicly available is reflected in market prices 
very rapidly. This hypothesis is usually tested by evaluating the performance 
of mutual funds whose managers can be expected to have some degree of 
inside information. The research in this field is discussed in a separate section 
of this review. 
In a unique work of its kind, L.C. Gupta (1980, 1981) examines the 
characteristics of the rates of return on equities in the Indian capital market for 
a fairly large sample of 276 companies over a sixteen year period from 1961-
76. He concludes that the rates of return provided by equities are 
unsatisfactory because: a) about 20% of returns for various holding periods 
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are negative, b) the returns provide only a partial hedge against inflation, c) 
the fluctuations in returns even within a year are large enough to conclude 
that timing of transactions decisions have significant bearing on realized 
returns, d) the risk is considerable even when investment is made in a 
portfolio of securities and for long periods of time. While the study is an 
important milestone in research in Indian capital market, given the equity cult 
that started after forced dilution by MNCs because of FERA in the late 
seventies and the rise in the equity returns since the second half of eighties, 
the conclusions of the study are unlikely to be valid now for the Indian market. 
A comprehensive study of that kind for the more recent period is called for. 
Srinivasan (1993) studied the efficiency of the market in assimilating 
the information content of rights issues and concluded that the market was by 
and large efficient. Rao and Bole (1990) have examined the real rates of 
return on equities in the Indian market for the period 1953-87. They conclude 
that equities provide only a partial hedge against inflation. While the long term 
real rates of return are positive, during periods of extraordinarily high inflation, 
the real rates of return are negative. The study would have been more useful 
had the returns provided by bullion also analyzed for the same period. It 
would also have been useful to break up the long period into sub-periods to 
determine whether the behaviour of returns was different for different sub-
periods and whether reasons could be ascribed for any observed differences. 
As observed earlier in the paper, as the Indian stock market has been 
booming in recent years, the conclusions for a more recent period could be 
quite different from the conclusions reached in the study. 
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Several studies, for example, SahnI (1985), Kotharl (1986), Raju 
(1988), Lai (1990), Chandra (1990b), Francis (1991a), Ramesh Gupta 
(1991a,c, 1992a), Raghunathan (1991), Varma (1992a), L.C. Gupta (1992) 
and Sinha (1993) comment upon the Indian capital market in general and 
trading systems in the stock exchanges in particular and suggest that the 
systems therein are rather antiquated and inefficient, and suffer from major 
weaknesses and malpractices. According to most of these studies, significant 
reforms are required if the stock exchanges are to be geared up to the 
envisaged growth in the Indian capital market. 
The issue of inflation hedge has also been researched in the context of 
stocks. Verma (1991) compares the BSE National Index (Natex) which 
comprises 100 scrips with the Sensitive Index (Sensex) comprising 30 scrips 
and concludes that the Natex is a sluggish index that responds too slowly to 
market conditions. Changes which are reflected in the Sensex on any day are 
completely reflected in the Natex only by the next day. He finds that Sensex is 
more volatile than Natex. He concludes for this and other reasons that those 
who follow the Natex because of its greater comprehensiveness and 
theoretical appeal may be mistaken. The Sensex needs to be taken more 
seriously as a sound market index. 
Venkateshwar (1991) explores the relationships of the Indian stock 
markets as reflected by the Bombay Stock Exchange Index, vis-a-vis other 
prominent international stock markets. 23 international Stock indices are used 
over the period 1983-87. He concludes that there is practically no meaningful 
relationship between the BSE index and other international stock market 
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indices, though the British and South Korean indices are inversely related to 
BSE. 
Raghunathan and Varma (1992a) pointed out that any comparison of 
the Indian stock market with that elsewhere must be carried out on a common 
currency base. They find that in dollar terms, the SENSEX return over the 
1960-92 period is only about 0.5%, while during the same period the returns 
in the U.S. (based on the S & P Index) and the Japanese (based on the NIKEI 
index) are 6.1% and 11.4% per year respectively. Over the twelve-year period 
1980-92, the dollar returns for SENSEX, S & P and NIKEI indices turn out to 
be 6.5%, 10.65% and 13.6% respectively. For a shorter span of seven years, 
namely 1985-92, the returns for the three indices turn out to be quite 
comparable at 15%, 13% and 14% respectively. 
Ignatius (1992) has done an interesting study comparing the returns in the 
BSE with those in the NYSE. He finds a mildly significant weekend effect in 
the returns on equities in India as well as seasonality in return, with the month 
of December providing significantly higher monthly return. Overall, the return 
patterns in the BSE and the NYSE appear to be similar. A more rigorous 
study of this kind involving other markets would be very useful at the present 
juncture when the Indian market has been thrown open to investment by 
foreigners, since such a study can assess whether there could be gains from 
portfolio diversification through investment in the Indian capital markets. 
Pandya (1992) observes that as a regulatory and development body, 
SEBI's efforts in the direction of investor protection are varied and unlimited. 
The measures brought in by SEBI broadly cover measures for allocative 
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efficiency in the primary market with fair degree of transparency, reforms in 
the secondary market for visible and mutual funds, regulation of various 
market intermediaries and above all for the protection of the investing public. 
In his book, L.C. Gupta (1992) concludes that, a) Indian stock market is 
highly speculative; b) Indian investors are dissatisfied with the service 
provided to them by the brokers; c) margins levied by the stock exchanges 
are inadequate and d) liquidity in a large number of stocks in the Indian 
markets is very low. While evidently a painstaking work, the conclusions 
except "c' above seem to be built on wrong or questionable arguments. 
Ajeet Prasad [October 1996] in their article titled " Stock Exchanges: 
New Market Mechanism", highlights that the number of major changes have 
taken place after liberalization of the capital market in India like establishment 
of OTC for small and medium sized companies, market making, rolling 
settlement, online depository etc has improved the market. 
Ashok Rambhia and Roshni Rao [November 1996] in their article titled 
"Global Stock Exchanges", highlights that the temporary setback of the equity 
on the Indian Stock Markets does not mean that one can write them off. An 
improvement in trading infrastructure and investor's protection mechanism is 
required. If an investor is made to feel secure with superior trading, clearing 
and settlement, transfer and regulatory mechanism, Indian exchanges will not 
only gain but surpass their past glory. 
Rajiv Tayal [1999] in his dissertation titled "Impact of Buy Back of 
Shares on Indian Corporates" emphasized that the companies do the buy 
back of shares as a matter of strategy. If it is advantageous for the company 
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then it may go for it. If the expected prices of the concerned companies are 
likely to go high and it has been forecasted and predicted strongly then 
companies may go for it. Sometimes to manage the capital structure also it is 
undertaken. 
Aqeel-ur-Rehman [1999] in his dissertation titled "The role of SEBI's in 
Indian Capital Market" highlights that the SEBI is responsible for the entire 
development in the capital market. It has introduced lot of new thing which are 
being experienced in the developed capital market. 
Md. Faiz Alam [2000] in his dissertation titled "SEBI and Management 
of Indian Capital Market" highlights that the SEBI is responsible for the entire 
major changes in the capital market of India. The main emphasis has been 
given on the protection of the fund of the investors and to check the frauds 
and unfair activities. 
Aftab Ahmad Khan [2000] in his dissertation titled "Prospects of Future 
in India" said that the new instruments have been introduced in the market 
during 1999-2000 for the hedging of the investment. Its objective is to hedge 
the risk associated with the fluctuation of the prices. If it is properly used then 
only its benefits may bless otherwise it has been in use for speculative 
purposes in most of the developed countries. 
Shakyendu [2000] in his dissertation titled "Look back Option and their 
Applicability in India" highlights that the introduction of the derivatives trading 
is highly recommended to ensure the protection of the interest of the 
investors. It has always been in want to protect the investment of the investors 
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in the Indian capital market against the unwanted fluctuation of the share 
prices. 
Khan Farhat [2001] in his dissertation titled " SEBI's guidelines and 
Protection of Small Investors in India", highlights that the number of steps 
taken by the SEBI to protect the interest of the investors has given the 
confidence to investors in the Indian capital market and day by day their 
investment is ballooning in the market. 
Khan Safiuddin [2002] in his dissertation titled "Development of Equity 
Research in India", highlights that the number of specialized firms have been 
established since 1991 in India to provide the investment information to 
different investors on the basis of research of the company's information. It is 
leading to professionalism in the India capital market. 
Khan Rashid All [2002] in his dissertation titled " Recent Changes in 
the Mechanism of Stock Exchanges in India" stressed that in recent years 
especially after the liberalization of the capital market, the entire mechanism 
of the working of the capital market has gone metamorphosis from old, 
conventional and outdated to modern one. 
Asif Abbas Abdi [2003] in his dissertation titled "Role of Depository 
System in Indian Capital Market: A case study of NSDL" highlights that the 
SEBI is responsible for the entire development in the capital market. The main 
reason of the making the Indian capital market at par with the global standard 
is due to the establishment of NSDL as the first depository to provide trading 
and custody of securities in electronic form. Since then, the number of 
investors in the market has increased many folds. 
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Mehta Balraj [January 2003] in his commentary on "Indian Share 
Market in for Big Bang Expansion" reveals that Sebi's role, establishment of 
NSE etc. have been of great help in making the India Capital market at par 
with the global standard. Again this study could not touch the role of 
Depository Institutions in bringing the capital market at par with the global 
standard. 
Mehta Balraj [July 2003] in his article titled "Is India's Primary Market is 
Reviving?" highlights that the different companies are coming with the IPOs 
due to the good response of the investors. Companies are giving huge 
benefits to the investors and as a result of that they are also buying stocks 
from the primary market. It is leading to the growth of the Indian Capital 
Market. Most of the IPOs have shown premium price on the very first day of 
its listing. This study does not take in to consideration that how the market 
matured to the global standard. 
Khan, Amanor Rehman [2003] in his dissertation titled "The Securities 
Exchange Board of India- An evaluation of performance" highlights that with 
the starting of the functioning of the SEBI, lot of changes in the form of 
reforms have been done in the primary as well as secondary market. His 
study concludes that the present condition of the capital market is the result of 
the positive actions of the SEBI. 
Ahmad Rafai [2003] in his dissertation titled "Organisation and working 
of Securities Exchange Board of India in recent year" stressed that the capital 
market is in the global picture. It has been doing quite well due to the efforts 
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made by the SEBI in last few years like introduction of depository system has 
really changed the pattern and way of working. 
Keneth M. Kletzer [July 2004] in his paper "Liberalizing Capital Flows in India: 
Financial Repression, Macroeconomic Policy and Gradual Reforms" 
highlighted Capital account liberalization in financially repressed economies 
often leads to a period of rapid capital inflows followed by financial crisis. This 
paper considers the vulnerability of the Indian economy to financial crises with 
international financial integration and the policy agenda for further 
liberalization of capital flows. The legacy of financial repression on fiscal and 
financial policies poses the primary challenge to stable integration of the 
domestic financial markets of India with international capital markets. Brief 
overviews of the theory and experience of liberalization elsewhere and of the 
recent liberalization by India frame the discussion of the risks of liberalization 
and sequencing of policy reforms. 
Mehta Balraj [August 2004] in his article" Share Market Stage Rally 
Following Cut In Turnover Tax Rates" finds that the stock market of India is 
showing new peak due to the performance of some of the companies like 
Infosys, Satyam, Reliance, SBI, Tata steel, Digital Global, HPCL, SAIL, 
Canara Bank etc. These companies have shown tremendous performance 
due to the favorable policies of the Government and of course interest of the 
investors. 
Mehta Balraj [November 2004] in his article titled "Is the Share Market 
Rally warranted", highlights that the mid cap is really performing well and 
slowly and gradually the Indian capital market is maturing. Now investors are 
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showing interest in the capital market. The P/E ratio of madcap is higher than 
that of large cap companies. 
Raju M.T. [Oct.-Dec. 2004] in his article "Capital market reforms in 
India: An Evaluation" published in India Journal of Commerce, reveals that the 
various steps taken to make the capital market reforms in India. These factors 
are Disclosure standards in Primary market, introduction of number of 
innovative instruments. Better price discovery through Book-building process. 
Professionalism, Screen-based trading with transparency, introduction of 
rolling settlement, Dematerialization, reduction of implicit and explicit cost, 
safety measure to protect the interest of investors, introduction of derivative 
trading, Inviting Flls etc. 
Mehta Balraj [January 2005] in his article titled " Surge in Trade in 
Stock Market" highlights that the stock market of India is on surge due to the 
speculative activities by Flls. As long as the market is bullish, Flls will show 
the interest. The Indian stock market is yet to perform well. So the Flls will 
continue to push the stock market. 
Mehta Balraj [February 2005] in his article titled" Sensex and Nifty 
Touch New Peak Levels on Frantic Buying" highlights that the Sensex and 
Nifty is going on the new peak due to the hectic buying by the Flls and other 
investors. They are buying from the Indian Capital market as it has 
tremendous potential to grow. Numbers of initial Public Offerings have also 
gone up. But his study does not show the causes of this boom in the Indian 
Capital market. 
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Md. Wamiq [2005] in his dissertation titled " Techniques of hedging risk 
in Stock Market", highlights that the number of new hedging tools like future 
contracts, option contract and swaps etc. have given the protection cover to 
the investors but it is not being use for protection of investment against risk 
rather these are used for speculative activities. 
Imam Ashraf [2005] in his dissertation titled "Reforms in Trading 
Pattern of Stock Market of India" highlights that the pattern of stock trading 
has tremendously changed from the conventional one to the modern one. It 
has lead to make the Indian capital market more efficient. These changes are 
introduction of Internet based trading, establishment of depositories etc. 
Khan Mohd. Arif Raza [2005] in his dissertation titled "Performance of 
new equity issues in India" highlights that the new issues in India have done 
well due to the great response by the Flls, Mutual fund, individual and other 
investors. It has become possible due to the reforms measures taken by the 
SEBI since its establishment and taking over the charge of an apex body to 
regulate and control the Indian capital market. 
Mohd. Suhaib [2005] in his dissertation titled "Behavior of Share Prices 
in India" highlights that during recent years the prices of stocks are moving as 
per the action of Flls. As and when there is buying pressure from them the 
prices are likely to go northward and if there is selling pressure from them the 
prices are going down. 
Raju M.T. [2005] in his article titled " Capital Market Reforms in India: 
An Evaluation" said that the SEBI has been framing, regulations, guidance 
and also changing them from time to time to make Indian Capital Market a 
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modern, safe, fair and efficient one. He also made an attempt to list some of 
the major policy reforms initiated by SEBI and to measure their impact on 
capital market in general and on investors in particular. 
Harvinder Kaur [2005] in her article titled "Stock Market Volatility in 
India" highlights that how Indian stock market is experiencing the volatility in 
share prices. He found in her study that April has been the most volatile 
followed by March and February. This could probably be due to the 
occurrence of the most significant economic event in the year namely Union 
Budget. 
Gulcharan Singh [2005] in his article titled "llliquidity in Stock 
Exchanges: Some Issues" highlights that how Indian stock market is also 
facing the problem of illiquidity for certain shares of the companies, it is 
happening due to the poor working results of the companies, reduction in the 
percentage of public offers, classification into Z category, low capital base of 
listed companies, introduction of the rolling settlement, free pricing of shares, 
introduction of book building, merger of unlisted companies, and lack of 
incentives for the market makers. 
Shrawan Kumar Singh [2005] in his article titled "Foreign Portfolio 
Investment in India", said that the nature of Flls differ on the basis of their 
country of origin. It has been observed on the basis of his study that the 
market has been quite volatile on the basis of inflow and outflow of the fund 
by Flls in the Indian capital market. Whatever is done by Flls in the market, it 
is copied by the Mutual Fund, individual and other investors. 
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Kedarnath Mukhari and R.K. Mishra [2005] in their article titled, "Stock 
Market Inter linkages: A Study of Indian and World Equity Markets", highlights 
that the Indian stock market is not co-integrated with other international 
markets in the long run and there is no cause and effect relationship among 
those markets except Indonesia, Malaysia, Thailand, Korea, Philippines and 
Greece. In short run there is some possibility so there is a greater chance for 
international diversification to enhance their potential benefits. 
Mahboob Fazal [2006] in his dissertation titled "Role of IPOs in 
Globalised India" highlights that due to the congenial and sophisticated 
environment provided by the SEBI, new and new IPOs are striking in the 
market. The large numbers of companies are in queue for IPOs as the market 
indexes are going up so companies are likely to get better prices for their 
securities. 
Arif AN [2006] in his dissertation titled "A study of SEBI's role in 
Development of Capital Market" highlights that the SEBI is responsible for the 
entire development in the capital market. Since the SEBI has been assigned 
the task of an apex institution to regulate the market, the Indian capital market 
has gone metamorphosis. 
Mehta Balraj [March 2006] in his article on " Booming Stock Market and 
Sinking Indian Rupees "reveals that the Indian capital market is booming but 
simultaneously the rupee is loosing its value. This study is not saying any 
thing about what prompting the Indian Capital market to boom. 
Mehta Balraj [Apnl 2006] in his article on "Sharpe Upsurge in Equities 
on Frantic Buying" reveals that the Boom in the Indian capital market is due to 
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the hectic buying of stocl^ s from the market by different investors. Since GDP 
rate is going up that is why the stock market is also at boom and nothing else. 
His analysis does not throw light on the factors to make the buyers to buy 
from the market. 
Mehta Balraj [July 2006] in his article on " Indian Share Market hit by 
the Volatility in The Global Stock Exchanges "reveals that the Indian capital 
market is bullish due to the tremendous potential of growth and due to the 
favorable global business environment. His work is unable to say any thing on 
the main reason to make the Indian capital market at par with the global 
standard. 
Mehta Balraj [October 2006] reveals in his article on "Sensex outdoes 
Global Market" that the Index of stock market of India is growing at faster rate 
of 8.9% than that of the Indonesia's Jakarta at 5.9%, Russia's RTSi at 4.9%, 
Mexico's Mexbol at 4.7% and Korea's Kospi at 4.2%. But his study is unable 
to throw light on the various factors responsible to make the Indian Capital 
Market in the Global picture. 
Subha M.V. [March 2006] in her article titled "Indian Capital market: A 
road Ahead" published in Indian Journal of Marketing, threw light on the 
current Issues in Indian Capital Market. The individual investors are averse of 
investing in the capital market. The Flls and mutual fund companies do most 
of the investment. But the Indian Capital Market is emerging. 
Satish D. and Vaddepalli Surender [March 2006] In his article titled 
"Real Estate- Private Equity to Fuel Growth" published in The Analyst 
enquires that the India Stock Market is witnessing handsome growth in the 
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recent times, every reputed investment firm is looking to capitalize on the 
opportunities real estate has to offer. The Indian capital market is at boom due 
to one of the key attractions for private equity players is the ability to invest 
relatively large amounts of capital and earns returns in excess of 25%. 
Satish D. [June 2006] In his article titled "Private Equity- Hub of 
Activity" published in The Analyst enquires that the India Stock Market is 
witnessing significant activities in the private equity space with a number of 
overseas and domestic private equity firms eyeing for opportunity. Various 
sectors like real estate, information technology etc are at boom that is why the 
Flls and other investors have done a lot of investment. 
Satish D. and Bharti Y Bala [July 2006] In his article titled "Indian Stock 
Market- The Tightening Bear Grip" published in The Analyst enquires that the 
India Stock Market have continued their downward Journey for sometime 
now, confirming the strengthening position of the bears. When the US interest 
rates increase {or expected to increase), the Flls invest more in the fixed 
income securities over there, which reduces the portfolio weights of the 
emerging markets stocks. 
Ghosh S.N. [December 2006] In his article titled "Large Shareholder 
activism, Economic Reforms and Corporate Governance- Indian Landscape" 
published in Chartered Secretaries enquires into the contribution of large 
shareholders on notions of performance monitoring to ensure corporate 
governance and particularly on the role of internal and external forces that 
govern a company's behavior. 
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Raul R.K. [2006] in his article on "Stock Market Boom, Bubble or 
Burst?" Reveals the stock market success in India is based on the structural 
rather than cyclical boom. His work, however, does not cover the various 
factors responsible to make the India Capital market in the global picture. In 
his work he only pointed out dematerialization, introduction of derivatives 
scrap of badia trading in stock index future etc are the factor to support the 
Indian Capital Market. 
Biswas Joydeep [2006] in his article " Development of Indian Capital 
Market: Role of Foreign Portfolio Investments" reveals that Foreign Portfolio 
Investment (FPI) inflows in India has taken three routes- American Depository 
Receipts (ADRs), Global Depository Receipts (GDRs), AND Foreign Currency 
Convertible Bonds (FCCB). FPI is the factor responsible to change the entire 
scenario of Indian Capital Market. But his study is unable to explain why FPI 
are making India as investment destination in the Capital market. 
Saifi Mohd. Waseem [2006] in his dissertation titled " Flls in the India 
Equity Market: An Appraisal", highlights that the number of Flls and their 
volume of investment is increasing in the Indian capital market and as a result 
of that the indexes of the stock exchanges are going up. 
Kumar Pradeep [2006] in his dissertation titled "Impact of Liberalization 
on Financial Sector in India" highlights that the policy of liberalization has 
made the Indian capital market so efficient. The privatization and entry of Fll's 
in the market has compelled the Government of India to make improvement. 
Ansari Valeed K., Mahmood Fizza [June 2007] in their article on "Stock 
Market efficiency in India: An empirical scrutiny of the Price earning anomaly" 
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reveals that P/E ratio anomaly In not -existent in India. Further, no 
relationship was found between beta and return. It shows that CAPM may not 
hold in Indian context. 
Mehta Balraj [June 2007] in his article titled "Stock Market Euphoria", 
highlights that the euphoria in India and abroad, methodically whipped up, 
over the operation of global stock market and its increasing forceful and close 
linkages with stock market in India is remarkable. 
Parameshwaran R., Thanihaivel M., [June 2007] in his article titled 
"Sensex- A simplified Representation of Reality", highlights that the sensex is 
the barometer of the economy and in whatever manner the sensex is moving, 
is the copy of the movement of the Indian economy. 
Vijayakumar N., Rao K. Chandra Sekhara [July 2007] in his article titled 
"Volatility Smiles in India Option Market; A study", highlights that the 
relationship of implied volatility against different exercise prices, often results 
into a phenomenon, popularly pronounced as ' Volatility Smiles' 
Mehta Balraj [July 2007] in his article titled "Super Share Market in The 
Making", highlights that there should be the possibility of a marriage between 
BSE and NSE to gain ground at a time when global stock exchanges like 
NYSE and Euro next to create a single entity. 
Mehta Balraj [August 2007] in his article titled "Share market move in A 
7-year cycle of bull and boom; say market pundit", highlights that the ups and 
downs in the market is only cyclical, which is likely to happen in 7 years. The 
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current boom is likely to end in 2012. The last time this happened was in 1997 
when the Asian market hit the peak and there was a capital flight out of Asia. 
1.5 Research Gap 
A review of similar studies in the context of Capital Market of India 
reveals that with the exception of a few studies and scanty articles written in 
newspapers and magazines, very little work has been done in respect of this. 
After going through the various articles, projects and research works of 
different researchers related to the capital market which is divided into primary 
and secondary market, Researcher concludes that there are number of issues 
related to primary and secondary markets of the Indian capital market. These 
are related with the operating efficiency, weak, semi strong and strong form of 
the market, problems and prospects of gilt and other debts based securities, 
story of IPO, role of different types of investors in the capital market like Flls, 
mutual funds, NRIs, corporate and individuals etc. a lot of work has been 
done on the government securities market, efficiency of the market, capital 
market reforms including primary and secondar^ ^ market. Since the 
composition, dominance and importance of stock market is more and is of 
vital importance so the work done by me related and touching some burning 
issues of the equity market of India. With the literature review done, I came to 
know that Flls and their impact on the stock index of the Indian equity market, 
the impact of liberalization policy in regard to the liquidity, marketability, 
profitability, volatility and on the overall institutional efficiency of the market is 
still untouched. That is why the proposed research work is to check the impact 
of liberalization policy on these aspects of Indian equity market. 
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1.6 Scope and Objectives of the study 
The overriding objective of the study is to assess the relationship 
between the liberalization policy and its effectiveness and impact on the 
Indian capital market. However, the proposed work has been undertaken to 
achieve the following specific objectives as well: 
1. To examine the role of capital market in promoting the economic 
development. 
2. To examine the various major environmental changes affecting the 
Indian capital market. 
3. To study the role of Foreign Institutional Investors (Flls) in Indian 
capital market. 
4. To analyse the various changes in India Capital market after 
liberalization. 
5 To make a comparative study of Indian capital market with global 
capital market. 
6. To check the liquidity and operating efficiency in the equity market as a 
result of the liberalization policy. 
7. To measure the volatility of the capital market after liberalization. 
8. To find various measures to overcome the problems of Indian capital 
market and to make suggestive strategies to get maximum benefits 
from the globalised capital market. 
9. To make various measure to make the Indian Capital market at par 
with the global standard. 
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1.7 Hypotheses of the study 
The following hypotheses are formulated to test and to substantiate the 
objectives of the study: 
Ho-1 The liquidity and marketability in the Indian capital market have 
not improved in the post liberalization regime which is measured 
in terms of the following three parameters: 
a. Total turnover in the Indian capital market has not improved in 
post liberalization era. 
b. Turnover in relation to percent of GDP has not improved in post 
- liberalized era. 
c. Market capitalization in terms of % of GDP of Indian capital 
market has not increased in post liberalization era. 
Ho-2 The profitability of the Indian capital market has not improved in 
post liberalized era as the market was unexplored and immature 
in pre-liberalized era. The profitability has been measured on the 
basis of P/E ratio and stock index (Sensex - the barometer) 
which reflects economic progress of the economy in the post 
liberalization era. 
Ho-3 The Indian capital market has not become more volatile in post 
liberalization period. 
Ho-4 There is no positive relationship between the investment of 
Foreign Institutional Investors (Flls) and market index. 
Ho-5 The market has not become global and in liberalized era. It 
means the Indian capital market has not got more economic 
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significance at global level and has not created positive impact 
In post - liberalized era. 
1.8 Methodology of the Study 
With a view to achieving the objectives of the present study, the 
pnmary and secondary sources of information have been utilized. 
1. The history, genesis, components, growth, performances of the capital 
market have been examined on the basis of secondary data like 
periodicals, text books, journals, reports, office records of various 
organizations like SEBI, RBI and ministry of finance, and different 
websites containing information of Indian capital market. Thus, the 
research work is heavily banked on the secondary source of 
information. 
2. The actual performance and effectiveness of the Indian capital market 
has been examined in the light of the perception "of investors and 
various functionaries involved in the system in regard to volatility, 
operating efficiency, transaction cost. For this purpose, discussions 
and interviews were conducted with a large number of officials and 
experts who are associated with the Indian capital market operation 
like investors and brokers. 
1.9 Significance and Need of the Study 
The present study aims at analyzing the overall impact of the 
liberalization policy of the Government on the capital market of India. Since 
the capital market is a very broad market and on the basis of the research gap 
a confined area has been studied. The study will help the researchers, 
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academicians, corporations, investors, institutions and other entities which are 
involve directly or indirectly with the capital market operation to understand 
the following thing which have emerged as a matter of this research: 
1. The behavioral pattern of the Foreign Institutional Investors (Flls) who 
are dominating and controlling the capital market has been analysed. 
2. This will help the different investors in formulating their strategies to 
make the best use of their capital in the market. 
3. The volatility as a result of global aspects has also been analysed to 
help the investors to understand the global impact on the Indian capital 
market. 
4. This study will help in knowing the profitability, liquidity, marketability 
and global competitiveness of the Indian capital market. 
5. The study will also help the various authorities of capital market to 
bring further improvement in the market in regard to protect the larger 
interest of the small investors. 
1.10 Use of Statistical Tools 
The present research work is to check the impact of liberalization policy on 
the Indian capital market. The parameters of the Indian Capital Market like 
liquidity, profitability and volatility are tested by the use of t-test as the data 
was classified in to pre-liberalization and post-liberalization and numbers of 
variables were less than 30. The impact of Foreign Institutional Investments 
on the Sensex is tested by using the Karl Pearson's Coefficient of Correlation. 
Again to test the global impact, t- test is used by comparing the mean return 
of Indian capital market with the mean returns of other emerging Capital 
Marketsof the world. 
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1.11 Scheme of Chapters 
The present research work has been divided into six chapters 
The first chapter deals with the introductory part and the framework of the 
study which includes introduction, literature review, research gap, objective, 
scope, methodology, hypotheses, importance of the study. 
The second chapter deals with the conceptual framework of Indian 
Capital market including historical background, developments of the capital 
market in pre and post liberalized era, components, structure, mechanism and 
legal framework of Indian Capital Market. 
The third chapter deals with the assessment of the performance of 
Indian Capital market in pre and post liberalization period. The numbers of 
important aspects of the capital market have been assessed in regard to 
liquidity, profitability, Flls and Mutual Fund investment and their impact on the 
capital market. The growth and development quantitatively as well as 
qualitatively of the Indian capital market has also been analyzed in post 
liberalized era. 
The fourth chapter deals with the comparison of the Indian Capital 
market with some other developed as well as emerging Capital Markets of the 
world. The various aspects like liquidity, profitability, investor's protection 
index of different Capital Markets have also been studied. This chapter also 
covers the comparative analysis of Indian and Chinese Capital Market. The 
Separate analyses of some of the selected African Capital Markets have also 
been touched upon. 
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The fifth chapters deal with the analyses and interpretation of the 
hypotheses of the study. The hypotheses have been tested by using suitable 
statistical tools and interpretations have also been made on the basis of 
results obtained. 
The sixth chapter deals with the conclusion, findings and 
recommendations on the basis of the study. 
1.12 Conclusion 
This chapter deals with the background and Perspective Framework of 
the Study which includes Statement of Problems, Emerging Issues, Review of 
the literature. Research Gap, Scope and Objectives of the study, Hypotheses 
of the study, Methodology of the Study, Significance and Need of the Study, 
Use of Statistical Tools, Scheme of Chapters and References. After going 
through background and Perspective Framework of the Study, it is necessary 
to touch upon the conceptual Framework of the Capital Market before its 
assessment. The Conceptual Framework of the Capital Market is highlighted 
in the next chapter. 
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Chapter-2 Conceptual Framework of Indian Capital Market 
2.1 introduction 
After going through the background and Perspective Framework of the Study 
in the previous chapter, it is very important to go through the Conceptual 
Framework of Indian Capital Market. The conceptual framework of the capital 
market is thoroughly studied in this chapter, which includes historical 
background, components, structure and its regulatory framework. 
"The capital market is a place where the suppliers and users of capital 
meet to share one another's views, and where a balance is sought to be 
achieved among diverse market participants. The securities decouple 
individual acts of saving and investment over time, space and entities and 
thus allow savings to occur without concomitant investment. Moreover, yield-
bearing securities makes present consumption more expensive relative to 
future consumption, inducing people to save. The composition of savings 
changes with less of it being held in the form of idle money or unproductive 
assets, primarily because more divisible and liquid assets are available. The 
capital market acts as a brake on channeling savings to low- yielding 
enterprises and impels enterprises to focus on performance. It continuously 
monitors the performance through movements of share prices in the market 
and the threats of takeover. This improves efficiency of resource utilization 
and thereby significantly increases returns on investment. As a result, savers 
and investors are not constrained by their individual abilities, but facilitated by 
the economy's capability to invest and save, which inevitably enhances 
savings and investment in the economy. Thus, the capital market converts a 
40 
Chapter-2 Conceptual Framework of Indian Capital Market 
given stock of investible resources in to a larger flow of goods and services 
and augments economic growth. In fact, the literature is full of theoretical and 
empirical studies that have established causal robust (statistically significant) 
two-way relation between the developments in the securities market and 
economic growth Given the significance of capital market and the need for the 
economy to grow at the projected over 8 per cent per annum, the managers of 
the Indian economy have been assiduously promoting the capital market as 
an engine of growth to provide an alternative yet efficient means of resource 
mobilization and allocation. Further, the global financial environment is 
undergoing unremitting transformation. Geographical boundaries have 
disappeared. The days of insulated and isolated financial markets are history. 
The success of any capital market largely depends on its ability to align itself 
with the global order. To realize national aspirations and keep pace with the 
changing times, the capital markets in India have gone through various stages 
of liberalization, bringing about fundamental and structural changes in the 
market design and operation, resulting in broader investment choices, drastic 
reduction in transaction costs, and efficiency, transparency and safety as also 
increased integration with the global markets. The opening up of the economy 
for investment and trade, the dismantling of administered interest and 
exchange rates regimes and setting up of sound regulatory institutions have 
enabled this."^ 
2.2 Histot7 of Indian Capital Market 
"Indian Stock Markets are one of the oldest in Asia. Its history dates 
back to nearly 200 years ago. The earliest records of security dealings in India 
are meager and obscure. The East India Company was the dominant 
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institution in those days and business in its loan securities used to be 
transacted towards the close of the eighteenth century. By 1830's business on 
corporate stocks and shares in Bank and Cotton presses took place in 
Bombay. Though the trading list was broader in 1839, there were only half a 
dozen brokers recognized by banks and merchants during 1840 and 1850. 
The 1850's witnessed a rapid development of commercial enterprise and 
brokerage business attracted many men into the field and by 1860 the 
number of brokers increased into 60. 
The history of the Indian capital markets and the stock market, in 
particular can be traced back to 1861 when the American Civil War began. 
The opening of the Suez Canal during the 1860s led to a tremendous 
increase in exports to the United Kingdom and United States. Several 
companies were formed during this period and many banks came to the fore 
to handle the finances relating to these trades. With many of these registered 
under the British Companies Act, the Stock Exchange, Mumbai, came into 
existence in 1875.^  It was an unincorporated body of stockbrokers, which 
started doing business in the city under a banyan tree. Business was 
essentially confined to company owners and brokers, with very little interest 
evinced by the general public. There had been much fluctuation in the stock 
market on account of the American war and the battles in Europe. Sir 
Premchand Roychand remained a kingpin for many years. 
The Second World War broke out in 1939. It gave a sharp boom which 
was followed by a slump. But, in 1943, the situation changed radically, when 
India was fully mobilized as a supply base. On account of the restrictive 
controls on cotton, bullion, seeds and other commodities, those dealing in 
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them found in the stock market as the only outlet for their activities. They were 
anxious to join the trade and their number was swelled by numerous others. 
Many new associations were constituted for the purpose and Stock 
Exchanges in all parts of the country were floated."^ 
"The Uttar Pradesh Stock Exchange Limited (1940), Nagpur Stock 
Exchange Limited (1940) and Hyderabad Stock Exchange Limited (1944) 
were incorporated. In Delhi two stock exchanges - Delhi Stock and Share 
Brokers' Association Limited and the Delhi Stocks and Shares Exchange 
Limited - were floated and later in June 1947, amalgamated into the Delhi 
Stock Exchange Association Limited."'' 
Sir Phiroze Jeejeebhoy was another who dominated the stock market 
scene from 1946 to 1980. His word was law and he had a great deal of 
influence over both brokers and the government. He was a good regulator 
and many crises were averted due to his wisdom and practicality. The BSE 
building, icon of the Indian capital markets, is called P.J. Tower in his 
memory. The planning process started in India in 1951, with importance 
being given to the formation of institutions and markets The Securities 
Contract Regulation Act 1956 became the parent regulation after the Indian 
Contract Act 1872, a basic law to be followed by security markets in India. To 
regulate the issue of share prices, the markets have witnessed several golden 
times too. 
Trading was at that time limited to a dozen brokers: their trading place 
was under a banyan tree in front of the Town Hall in Bombay. These 
stockbrokers organized an informal association in 1875-Native Shares and 
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Stock Brokers Association, Bombay. The stock exchanges in Calcutta and 
Ahmadabad, also industrial and trading centers, came up later. The Bombay 
Stock Exchange was recognized in May 1927 under the Bombay Securities 
Contracts Control Act, 1925. 
2.3 Post Independence Scenario 
The depression witnessed after the Independence led to closure of a 
lot of exchanges in the country. Lahore Stock Exchange was closed down 
after the partition of India, and later on merged with the Delhi Stock 
Exchange. Bangalore Stock Exchange Limited was registered in 1957 and got 
recognition only by 1963. Most of the other Exchanges were in a miserable 
state till 1957 when they applied for recognition under Securities Contracts 
(Regulations) Act, 1956. The Exchanges that were recognized under the Act 
with their geographical location, and the date of receiving government 
recognition are giving in the Table 2.1. 
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Table 2.1 Recognized Stock Exchanges in India 
Serial 
No. 
1. 
2. 
3. 
4. 
5. 
6. 
7. 
8. 
9. 
10. 
11. 
12. 
13. 
14. 
15. 
16. 
17. 
18. 
19. 
20. 
21. 
22. 
23. 
24. 
Name of the Exchange & Location 
The Stock Exchange, Mumbai 
The Ahmadabad Stock Exchange Association Ltd. 
The Calcutta Stock Exchange Ltd., Calcutta 
Madras Stock Exchange Ltd., Chennai 
The Delhi Stock Exchange Association Ltd., New Delhi 
The Hyderabad Stock Exchange, Hyderabad 
Madhya Pradesh Stock Exchange, Indore 
Bangalore Stock Exchange Ltd., Bangalore 
Cochin Stock Exchange Ltd., Ernakulum, Cochin 
The Uttar Pradesh Stock Exchange Association Ltd., Kanpur 
Pune Stock Exchange Ltd., Pune 
Ludhiana Stock Exchange Association Ltd., Ludhiana 
The Gauhati Stock Exchange Ltd., Gauhati 
Kanara Stock Exchange Ltd., Mangalore 
The Magadh Stock Exchange Ltd., Patna 
Jaipur Stock Exchange Ltd., Jaipur 
Bhubaneswar Stock Exchange Association Ltd., 
Bhubaneswar 
Saurashtra Kutch Stock Exchange Ltd., Rajkot 
The Vadodara Stock Exchange Ltd., Baroda 
The Coimbatore Stock Exchange Ltd., Coimbatore 
The Meerut Stock Exchange Ltd., Meerut 
National Stock Exchange, Wlumbai 
Over The Counter Exchange of India(OTCEI), Mumbai 
Inter Connected Stock Exchanges of India (ICSEI) 
Date of initial 
recognition 
31-03-1957 
16-09-1957 
10-10-1957 
15-10-1957 
09-12-1957 
29-09-1958 
24-12-1958 
16-02-1963 
10-05-1979 
03-06-1982 
02-09-1982 
29-04-1983 
01-05-1984 
09-09-1985 
11-12-1980 
09-01-1989 
05-06-1989 
10-07-1989 
05-01-1990 
18-09-1991 
20-09-1991 
26-04-1993 
23-08-1994 
1999 
Sources: Compiled from the websites ofNSE and BSE 
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The capital market was not well organized and developed during the 
British rule because; the British government was not interested in the 
economic growth of the country. As a result, many foreign companies 
depended on the London capital market for funds rather than on the Indian 
capital market. 
"In the post-independence period also, the size of the capital market 
remained small. During the first and second five-year plans, the government's 
emphasis was on the development of the agricultural sector and public sector 
undertakings. The public sector undertakings were healthier than the private 
undertakings in terms of paid-up capital but their shares were not listed on the 
stock exchanges. Moreover, the Controller of Capital Issues (CCI) closely 
supervised and controlled the timing, composition, interest rates, pricing, 
allotment, and floatation costs of new issues. These strict regulations 
demotivated many companies from going public for almost four and a half 
decades."^ 
In the 1950s, Century Textiles, Tata Steel, Bombay Dyeing, National 
Rayon, and Kohinoor Mills were the favorite scrips of speculators. As 
speculation became rampant, the stock market came to be known as 'Satta 
Bazaar'. Despite speculation, non-payment or defaults were not very frequent. 
The government enacted the Securities Contracts (Regulation) Act in 1956s 
was also characterized by the establishment of a network for the development 
of financial institutions and state financial corporations. 
"The 1960s was characterized by wars and droughts in the country 
which led to bearish trends. These trends were aggravated by the ban in 1969 
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on forward trading and 'badia', technically called 'contracts for clearing.' 
'Badla' provided a mechanism for carrying forward positions as well as 
borrowing funds. Financial institutions such as LIC and GIC helped to revive 
the sentiment by emerging as the most important group of investors. The first 
mutual fund of India, the Unit Trust of India (UTI) came into existence in 
1964."^ 
"A capital market may be defined as an organized mechanism for 
effective and efficient transfer of money capital or financial resources from the 
investing parties, i.e., individuals or individual savers to the entrepreneurs 
(individuals or institutions) engaged in industry and commerce in the business 
either in the private or public sectors of an economy."^ 
As every country today is aiming at reaching the status of developed 
country, the most important input they require is the investment. Where do 
they get their investments? Capital Market is the place where the economy 
can pool up funds required for their investment needs. In the modern scenaho 
of globalization Capital Market plays a vital role in any economy. The strong 
presence of Capital Market resembles the strength of the economy. 
We can define Capital market as a place where longer maturity 
financial assets are traded. The term "emerging market" refers to the 
securities markets of a developing country and the use that country makes of 
international capital markets. 
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2.4 Components of Indian Capital Market 
Coming to Indian context, the term capital market refers to only stock 
markets as per the common man's ideology, but the capital markets have a 
much broader sense. Where as in global scenario, it consists of various 
markets such as: 
Government securities market 
Municipal bond market 
Corporate debt market 
Stock market 
Depository receipts market 
Mortgage and asset-backed securities market 
Financial derivates market 
Foreign exchange market 
2.5 Structure of Indian Capital Market 
In India, many of the above markets are not developed to the required 
extent, and some does not even exist. A capital market can provide huge 
impetus to the development of any economy so, it can be said that the growth 
and sustainability of capital markets plays an important role towards the 
development of the economy. It is being observed that huge fluctuations are 
happening in Indian capital market in recent past, but with the help of proper 
mechanism, which is being observed in India and after examining various risk 
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factors involved in capital- markets, we attempt to say that the growth which 
has been observed in Indian capital market in recent past is a realty, but not a 
myth. 
In India the capital market consists of: 
• Stock market 
• Bonds, convertible debentures and debt market 
• New issue market and merchant banking 
There are no special markets for the trading of municipal bonds, asset backed 
securities, foreign exchange market and depository receipts market. 
Right from the independence, thanks to steps initiated by the Indian 
government especially after the post liberalization era. A huge growth has 
been observed in the aspects of quality and quantity. Huge increase has been 
observed in the volumes of trade. 
2.6 Role of Capital Market 
As we know that capital markets play a vital role in Indian economy, the 
growth of capital markets will be helpful in raising the per-capita income of the 
individuals, decrease the levels of un-employment, and thus reducing the 
number of people who lie below the poverty line. With the increasing 
awareness in the people they start investing in capital markets with long-term 
orientations, which would provide capital inflows to the sectors requiring 
financial assistance. Any individual investor considers the following factors of 
risk while investing in the capital markets: -
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1. Volatility risk and Risk of contagions: High volatility is the characteristic 
of any capital market, especially in emerging markets. They are immature and 
sometimes vulnerable to scandal. They often lack legal and judicial 
infrastructure to enforce the law. Accounting disclosure, trading and 
settlement practices may at times seem overly arbitrary and naive. Against 
this backdrop, many emerging markets have had to cope with unprecedented 
inflows and outflows of capital. The sudden withdrawal of highly speculative, 
short-term capital has the potential of taking with it much of a market's price 
support. Such sudden flights of capital triggered by events in one emerging 
market can spread instantly to other markets through contagion effects even 
when those markets have quite different conditions. 
2. Liquidity risk: Many emerging markets are small and illiquid. Volumes of 
trade are quite low. This kind of thin trading often leads to higher costs 
because large transactions have a significant impact on the market. Thus, 
buyers of large blocks of shares may have to pay more to complete the 
transaction, and sellers may receive a lower price. 
3. Clearing and settlement risk: Inadequate settlement procedures still exist 
in many of the emerging markets. They lead to high FAIL rates. A Fail occurs 
when a trade fails to settle on the settlement date. 
4. Political risk: In most of the developing countries the political systems are 
less stable comparative to the developed countries. This scenario does not 
give the political system to concentrate more on the capital market 
happenings and restrict any kind of malfunctions or practices. 
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5. Currency risk: The trade in capital markets will be highly impacted by the 
fluctuations in the foreign exchange rates. The currencies of the emerging 
countries are not stable enough to compete with those of the developed 
countries. This leads towards unexpected losses for the investors in the 
markets. 
6. Limited disclosure and insufficient legal infrastructure: As it is already 
mentioned eariier that disclosure levels will not be up to the required extent in 
emerging markets, the investors will not have a bright picture of the company 
in which they are investing, and this may lead towards losses. 
Coming to the Indian context, we can say that a proper mechanism has been 
devised to face and sustain with all the above risks, after facing each of them 
in a practical way. Thus the growth, which has been seen in India capital 
market, can be said as a "sustainable growth" 
2.7 Structure of Financial Market 
The function of the financial market is to facilitate the transfer of funds 
from surplus sectors (lenders) to deficit sectors (borrowers). Normally, 
households have investible funds or savings, which they lend to borrowers in 
the corporate and public sectors whose requirement of funds far exceeds their 
savings. A financial market consists of investors or buyers of securities, 
borrowers or sellers of securities, intermediaries and regulatory bodies. 
Financial market does not refer to a physical location. Formal trading rules, 
relationships and communication networks for originating and trading financial 
securities link the participants in the market. 
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A. Organized Money Market: "Indian financial system consists of money 
market and capital market. The money market has two components -
the organized and the unorganized. The organized market is 
dominated by commercial banks. The other major participants are the 
Reserve Bank of India, Life Insurance Corporation, General Insurance 
Corporation, Unit Trust of India, Securities Trading Corporation of India 
Ltd. and Discount and Finance House of India, other primary dealers, 
commercial banks and mutual funds. The core of the money market is 
the inter-bank call money market whereby short-term money 
borrowing/lending is effected to manage temporary liquidity 
mismatches. The Reserve Bank of India occupies a strategic position 
of managing market liquidity through open market operations of 
government securities, access to its accommodation, cost (interest 
rates), availability of credit and other monetary management tools. 
Normally, monetary assets of short-term nature, generally less than 
one year, are dealt in this market. 
B. Un-organized Money Market: Despite rapid expansion of the 
organized money market through a large network of banking 
institutions that have extended their reach even to the rural areas, 
there is still an active unorganized market. It consists of indigenous 
bankers and moneylenders. In the unorganized market, there is no 
clear demarcation between short-term and long-term finance and even 
between the purposes of finance. The unorganized sector continues to 
provide finance for trade as well as personal consumption. The inability 
of the poor to meet the "creditworthiness" requirements of the banking 
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sector make them take recourse to the institutions that still remain 
outside the regulatory framework of banking. But this market is 
shrinking."^ 
"Financial Markets have several facets and are segregated into Capital 
and Money markets. Product based classification gives rise to segmentation 
of market into equity, debt, foreign exchange and futures. The debt market is 
much more popular than the equity markets in most parts of the world. In India 
the reverse has been true. This has been due to the dominance of the 
government securities in the debt market and that too, a market where 
government was borrowing at pre-announced coupon rates from basically a 
captive group of investors, such as banks. Thus there existed a passive 
internal debt management policy. This, coupled with automatic monetization 
of fiscal deficit prevented a deep and vibrant government securities market. 
The debt market in India comprises broadly two segments, viz.. Government 
Securities Market and Corporate Debt Market. The latter is further classified 
as Market for PSU Bonds and Private Sector Bonds. 
The market for government securities is the oldest and has the most 
outstanding securities, trading volume and number of participants. Over the 
years, there have been new products introduced by the RBI like zero coupon 
bonds, floating rate bonds, inflation indexed bonds, etc. The trading platforms 
for government securities are the "Negotiated Dealing System" and the 
Wholesale Debt Market (WDM) segment of National Stock Exchange (NSE) 
and Bombay Stock Exchange (BSE). The PSU bonds were generally treated 
as surrogates of sovereign paper, sometimes due to explicit guarantee of 
government, and often due to the comfort of government ownership. The 
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perception and reality are two different aspects. The listed PSU bonds are 
traded on the Wholesale Debt Market of NSE. The corporate bond market, in 
the sense of private corporate sector raising debt through public issuance in 
capital market, is only an insignificant part of the Indian Debt Market. A large 
part of the issuance in the non-Government debt market is currently on private 
placement basis."^ 
The capital market consists of primary and secondary markets. The 
primary market deals with the issue of new instruments by the corporate 
sector such as equity shares, preference shares and debt instruments. 
Central and State governments, various public sector industrial units (PSUs), 
statutory and other authorities such as state electricity boards and port trusts 
also issue bonds/debt instruments. 
The primary market in which public issue of securities is made through 
a prospectus is a retail market and there is no physical location. Offer for 
subscription to securities is made to investing community. The secondary 
market or stock exchange is a market for trading and settlement of securities 
that have already been issued. The investors holding securities sell securities 
through registered brokers/sub-brokers of the stock exchange. Investors who 
are desirous of buying securities purchase securities through registered 
brokers/sub-brokers of the stock exchange. It may have a physical location 
like a stock exchange or a trading floor. 
Since 1995, trading in securities is screen-based and Internet-based 
trading has also made an appearance in India. The secondary market 
consists of 23 stock exchanges including the National Stock Exchange, Over-
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the-Counter Exchange of India (OTCEI) and Inter Connected Stock Exchange 
of India Ltd. The secondary market provides a trading place for the securities 
already issued, to be bought and sold. It also provides liquidity to the initial 
buyers in the primary market to reoffer the securities to any interested buyer 
at any price, if mutually accepted. An active secondary market actually 
promotes the growth of the primary market and capital formation because 
investors in the primary market are assured of a continuous majisgLac^ltl^y 
^ -^ /\zad Lih, 
can liquidate their investments. -^ •'^ '^  
2.8 Capital Market Participants 
There are several major players in the primary market, ' l ^ g ^ e j r i d u ^ : * ^ 
merchant bankers, mutual funds, financial institutions, foreign institutional 
investors (Flls) and individual investors. In the secondary market, there are 
the stock brokers (who are members of the stock exchanges), the mutual 
funds, financial institutions, foreign institutional investors (Flls), and individual 
investors. Registrars and Transfer Agents, Custodians and Depositories are 
capital market intermediaries that provide important infrastructure services for 
both primary and secondary markets. 
2.9 Capital Market Regulation 
It is important to ensure smooth working of capital market, as it is the arena 
where the players in the economic growth of the country. Various laws have 
been passed from time to time to meet this objective. The financial market in 
India was highly segmented until the initiation of reforms in 1992-93 on 
account of a variety of regulations and administered prices including barriers 
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to entry. The reform process was initiated with the establishment of Securities 
and Exchange Board of India (SEBI). 
"The Securities and Exchange Board of India (SEBI) was constituted 
on 12 April 1988 as a non-statutory body through an Administrative 
Resolution of the Government for dealing with all matters relating to 
development and regulation of the securities market and investor protection 
and to advise the government on all these matters. SEBI was given statutory 
status and powers through an Ordinance promulgated on January 30 1992. 
SEBI was established as a statutory body on 21 February 1992. The 
Ordinance was replaced by an Act of Parliament on 4 April 1992. The 
preamble of the SEBI Act, 1992 enshrines the objectives of SEBI - to protect 
the interest of investors in securities market and to promote the development 
of and to regulate the securities market. The statutory powers and functions of 
SEBI were strengthened through the promulgation of the Securities Laws 
(Amendment) Ordinance on 25 January 1995, which was subsequently 
replaced by an Act of Parliament."^" 
"The legislative framework before SEBI came into being consisted of 
three major Acts governing the capital markets: 
1. The Capital Issues Control Act 1947, which restricted access to the 
securities market and controlled the pricing of issues. 
2. The Companies Act, 1956, which sets out the code of conduct for the 
corporate sector in relation to issue, allotment and transfer of securities, and 
disclosures to be made in public issues. 
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3. The Securities Contracts (Regulation) Act, 1956, which regulates 
transactions in securities through control over stock exchanges. In addition, a 
number of other Acts, e.g., the Public Debt Act, 1942, the Income Tax Act, 
1961, the Banking Regulation Act, 1949, have substantial bearing on the 
working of the securities market. Capital Issues (Control) Act, 1947 The Act 
had its origin during the Second World War in 1943 when the objective of the 
Government was to pre-empt resources to support the War effort. Companies 
were required to take the Government's approval for tapping household 
savings. The Act was retained with some modifications as a means of 
controlling the raising of capital by companies and to ensure that national 
resources were channeled into proper lines, i.e., for desirable purposes to 
serve goals and priorities of the government, and to protect the interests of 
investors. Under the Act, any firm wishing to issue securities had to obtain 
approval from the Central Government, which also determined the amount, 
type and price of the issue. This Act was repealed and replaced by SEBI Act 
in 1992."^ ^ 
A. Securities Contracts (Regulation) Act, 1956 
The previously self-regulated stock exchanges were brought under 
statutory regulation through the passage of the SC(R) A, which provides for 
direct and indirect control of virtually all aspects of securities trading and the 
running of stock exchanges. This gives the Central Government regulatory 
jurisdiction over (a) stock exchanges, through a process of recognition and 
continued supervision, (b) contracts in securities, and (c) listing of securities 
on stock exchanges. As a condition of recognition, a stock exchange complies 
with conditions prescribed by Central Government. Organized trading activity 
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in securities in an area takes place on a specified recognized stock exchange. 
The stock exchanges determine their own listing regulations which have to 
conform with the minimum listing criteria set out in the Rules. The regulatory 
jurisdiction on stock exchanges was passed over to SEBI on enactment of 
SEBI Act in 1992 from Central Government by amending SC(R) Act. 
B. Companies Act, 1956 
"Companies Act, 1956 is a comprehensive legislation covering all 
aspects of company form of business entity from formation to winding-up. This 
legislation (amongst other aspects) deals with issue, allotment and transfer of 
securities and various aspects relating to company management. It provides 
for standards of disclosure in public issues of capital, particularly in the fields 
of company management and projects, information about other listed 
companies under the same management, and management perception of risk 
factors. It also regulates underwriting, the use of premium and discounts on 
issues, rights and bonus issues, substantial acquisitions of shares, payment 
of interest and dividends, supply of annual report and other information. 
This legal and regulatory framework contained many weaknesses. 
Jurisdiction over the securities market split among various agencies and the 
relevant was scattered in a number of statutes. This resulted in confusion, not 
only in the minds of the regulated but also among regulators. It also created 
inefficiency in the enforcement of the regulations. It was the Central 
Government rather than the market that allocated resources from the 
securities market to competing issuers and determined the terms of allocation. 
The allocation was not necessarily based on economic criteria, and as a result 
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the market was not allocating the resources to the best possible investments, 
leading to a sub-optimal use of resources and low allocational efficiency. 
Informational efficiency was also low because the provisions of the 
Companies Act regarding prospectus did not ensure the supply of necessary, 
adequate and accurate information, sufficient to enable investors to make an 
informed decision. The many formalities associated with the issue process 
under various regulations kept the cost of issue quite high. Under the SC(R)A, 
the secondary market was fragmented regionally, with each stock exchange a 
self-regulating organisation following its own policy of listing, trading and 
settlement. The listing agreement did not have the force of law, so that issuers 
could get away with violations. The interests of the brokers, who were market 
players and dominated the governing boards of stock exchanges, took priority 
over the interest of investors. The market was narrow and investors did not 
have an opportunity to have balanced portfolios. 
The settlement of trades took a long time, because it required physical 
movement of securities, and the transfer of securities was very cumbersome 
under the Companies Act and SC(R) Act, thus depriving the investor of 
liquidity. Law expressly forbade options and futures. These weaknesses were 
corrected by passing SEBI Act and giving overall regulatory jurisdiction on 
capital market to SEBI. SEBI framed regulations and guidelines to improve 
efficiency of the market, enhance transparency, check unfair trade practices 
and ensure international standards in market practices necessitated by the 
large entry of foreign financial institutions. Securities and Exchange Board of 
India With the objectives of improving market efficiency, enhancing 
transparency, checking unfair trade practices and bringing the Indian market 
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up to international standards, a pacl<age of reforms consisting of measures to 
liberalise, regulate and develop the securities market was introduced during 
the 1990s. This has changed corporate securities market beyond recognition 
in this decade. The practice of allocation of resources among different 
competing entities as well as its terms by a central authority was discontinued. 
The secondary market overcame the geographical barriers by moving to 
screen-based trading. Trades enjoy counterparty guarantee. Physical security 
certificates have almost disappeared. The settlement period has shortened to 
three days. The following paragraphs discuss the principal reform measures 
undertaken since 1992."^ ^ 
A major step in the liberalisation process was the repeal of the Capital 
Issues (Control) Act, 1947 in May 1992. With this, Government's control over 
issue of capital, pricing of the issues, fixing of premia and rates of interest, on 
debentures, etc., ceased. The office, which administered the Act, was 
abolished and the market was allowed to allocate resources to competing 
uses and users. Indian companies were allowed access to international 
capital market through issue of ADRs and GDRs. However, to ensure 
effective regulation of the market, SEBI Act, 1992 was enacted to empower 
SEBI with statutory powers for (a) protecting the interests of investors in 
securities, (b) promoting the development of the securities market, and (c) 
regulating the securities market. Its regulatory jurisdiction extends over 
corporate in the issuance of capital and transfer of securities, in addition to all 
intermediaries and persons associated with securities market. SEBI can 
specify the matters to be disclosed and the standards of disclosure required 
for the protection of investors in respect of issues. It can issue directions to all 
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intermediaries and other persons associated with the securities market in the 
interest of investors or of orderly development of the securities market; and 
can conduct inquiries, audits and inspection of all concerned and adjudicate 
offences under the Act. In short, it has been given necessary autonomy and 
authority to regulate and develop an orderly securities market. 
There were several statutes regulating different aspects of the 
securities market and jurisdiction over the securities market was split among 
various agencies, whose roles overlapped and which at times worked at 
cross-purposes. As a result, there was no coherent policy direction for market 
participants to follow and no single supervisory agency had an overview of the 
securities business. Enactment of SEBI Act was the first such attempt towards 
integrated regulation of the securities market. SEBI was given full authority 
and jurisdiction over the securities market under the Act, and was given 
concurrent/delegated powers for various provisions under the Companies Act 
and the SC(R)A. The Depositories Act, 1996 is also administered by SEBI. A 
high level committee on capital markets has been set up to ensure co-
ordination among the regulatory agencies in financial markets. 
In the interest of investors, SEBI issued Disclosure and Investor Protection 
(DIP) Guidelines. Issuers are now required to comply with these Guidelines 
before accessing the market. The guidelines contain a substantial body of 
requirements for issuers/intermediaries. The main objective is to ensure that 
all concerned observe high standards of integrity and fair dealing, comply with 
all the requirements with due skill, diligence and care, and disclose the truth, 
the whole truth and nothing but the truth. The Guidelines aim to secure fuller 
disclosure of relevant information about the issuer and the nature of the 
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securities to be issued so that investor can take an informed decision. For 
example, issuers are required to disclose any material 'risk factors' in their 
prospectus and the justification for the pricing of the securities has to be 
given. SEBI has placed a responsibility on the lead managers to give a due 
diligence certificate, stating that they have examined the prospectus, that they 
find it in order and that it brings out all the facts and does not contain anything 
wrong or misleading. Though the requirement of vetting has now been 
dispensed with, SEBI has raised standards of disclosures in public issues to 
enhance the level of investor protection. 
Improved Disclosures by Listed Companies: The norms for continued 
disclosure by listed companies have also improved the availability of timely 
information. The information technology helped in easy dissemination of 
information about listed companies and market intermediaries. Equity 
research and analysis and credit rating have improved the quality of 
information. SEBI has recently started a system for Electronic Data 
Information Filing and Retrieval System (EDIFAR) to facilitate electronic filing 
of public domain information by companies. 
Introduction of Derivatives: "To assist market participants to manage risks 
better through hedging, speculation and arbitrage, SC(R) A was amended in 
1995 to lift the ban on options in securities. However, trading in derivatives did 
not take off, as there was no suitable legal and regulatory framework to 
govern these trades. Besides, it needed a lot of preparatory work - the 
underlying cash markets needed to be strengthened with the assistance of the 
automation of trading and of the settlement system; the exchanges developed 
adequate infrastructure and the information systems required to implement 
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trading discipline in derivative instruments. The SC(R) A was amended furtlier 
in December 1999 to expand the definition of securities to include derivatives 
so that the whole regulatory framework governing trading of securities could 
apply to trading of derivatives also. A three-decade old ban on forward 
trading, which had lost its relevance and was hindering introduction of 
derivatives trading, was withdrawn. Derivative trading took off in June 2000 on 
two exchanges. Now different types of derivative contracts i.e. index future, 
index options, single stock futures and single stock options are available in 
the market."''^  
Even before the crisis of 1991, there had been a demand from 
domestic financial institutions (DFIs) to reform Indian equity markets. Liquidity 
on the exchanges lacked the depth the DFIs needed to execute large 
transactions. They also faced problems with brokers front-running against 
their orders, or the lack of resilience of liquidity once it was known that the 
DFIs had placed orders in the market. 
These problems in secondary market liquidity led to a first attempt to innovate 
on a design for the equity markets. This attempt was made by the DFIs and 
became the Over the Counter Exchange of India, Ltd. (OTCEI). OTCEi was 
inspired by the NASDAQ system of using multiple, competing market makers. 
This exchange started as a national market that was limited to trading shares 
that had very low liquidity on the existing exchanges. OTCEI was unable to 
create a liquid market and was ultimately considered a failure in financial 
institution building. 
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However, OTCEI had a significant role to play in the reforms that 
followed. The first lesson learnt was that the failure of the OTCEI stemmed 
from problems of transplanting an international market design into India. 
Second, it reinforced the idea that an effort by the government to create viable 
financial market institutions was not credible. This raised the level of 
complacency among the incumbent exchanges and incumbent brokers about 
future attempts by the government to build a competing exchange. These 
lessons shaped the next attempts in market reforms. 
The governing bodies of stock exchanges used to be dominated by 
brokers, leading inevitably to conflicts of interest. To discipline brokers and 
cure typical stock market ills such as price rigging, it was considered 
necessary for stock exchanges to have a professionally managed 
environment. NSE started with the concept of an independent governing body 
without any broker representation. It was specified in 1993 that the governing 
boards of stock exchanges must have 50% non-broker members, and that on 
committees handling matters of discipline, default, etc., brokers would be in 
the minority. All stock exchanges were mandated to appoint a non-broker 
executive director who would be accountable to SEBI for implementing the 
policy directions of the Central Government/ SEBI. In course of time, the 
position of the executive director in the management of stock exchange has 
been strengthened. Indian securities market is getting increasingly integrated 
with the rest of the world. Flls have been permitted to invest in all types of 
securities, including government securities. Indian companies have been 
permitted to raise resources from abroad through issue of ADRs, GDRs, 
FCCBs and ECBs. Reserve Bank of India has recently allowed the limited 
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two-way fungibility for the subscribers of these instruments. Indian stock 
exchanges have been permitted to set up trading terminals abroad. The 
trading platform of Indian exchanges can now be accessed through the 
Internet from anywhere in the world. In line with the global phenomena, Indian 
capital markets have also moved to rolling settlements on a T+2 basis where 
trades are settled on the second day after trading. 
2.10 National Stock Exchange 
"The National Stock Exchange was set up in 1992 as a first step in 
reforming the securities market through improved technology and introduction 
of best practices in management. It started with the concept of an 
independent governing body without any broker representation thus ensuring 
that the operators' interests were not allowed to dominate the governance of 
the exchange. There were two guiding principles that drove the design of the 
new exchange: first, that the price discovery process should be as transparent 
as possible; second, the exchange should support competition - there should 
be equal access for all equity market participants. The salient features that 
differentiated the design of the NSE from the existing exchanges were: 
1. National platform that offered equal access to traders from all corners 
of a wide- spread geographical area. 
2. A competitive market in securities intermediation, with a steady pace of 
entry and exit. 
3. Orders matched electronically, on the basis of price-time priority. 
4. Anonymous trading followed by guaranteed settlement. 
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5. Demoralized governance structure, as opposed to being an association 
of brokers, with a professional management team running the 
operations of the exchange."^" 
"NSE has remained in the forefront of modernization of India's capital and 
financial markets, and its pioneering efforts include: 
•Being the first national, anonymous, electronic limit order book (LOB) 
exchange to trade securities in India. Since the success of the NSE, 
existent market and new market structures have followed the "NSE" 
model. 
•Setting up the first clearing corporation "National Securities Clearing 
Corporation Ltd." in India. NSCCL was a landmark in providing 
innovation on all spot equity market (and later, derivative market) 
trades in India. 
•Co-promoting and setting up of National Securities Depository Limited, 
first depository in India. 
•Setting up of S&P CNX Nifty. 
•NSE pioneered commencement of Internet Trading in February 2000, 
which led to the wide popularization of the NSE in the broker 
community. 
•Being the first exchange that, in 1996, proposed exchange traded 
derivatives, particularly on an equity index, in India. After four years of 
policy and regulatory debate and formulation, the NSE was permitted 
to start trading equity derivatives 
•Being the first and the only exchange to trade GOLD ETFs (exchange 
traded funds) in India. 
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•NSE has also launched the NSE-CNBC-TV18 media centre in 
association with CNBC-TV18,"^^ 
2.11 Milestones of NSE 
Nov. 1992 Incorporation 
April 1993 Recognition as a stock exchange 
May 1993 Formulation of business plan 
June 1994 Wholesale Debt Market segment goes live 
Nov 1994 Capital Market (Equities) segment goes live 
March 1995 Establishment of Investor Grievance Cell 
April 1995 Establishment of NSCCL, the first Clearing Corporation 
June 1995 Introduction of centralized insurance cover for all trading 
members 
July 1995 Establishment of Investor Protection Fund 
Oct 1995 Became largest stock exchange in the country 
April 1996 Commencement of clearing and settlement by NSCCL 
April 1996 Launch of S&P CNX Nifty 
June 1996 Establishment of Settlement Guarantee Fund 
Nov. 1996 Setting up of National Securities Depository Limited, first 
depository in India, co-promoted by NSE 
Nov. 1996 Best IT Usage award by Computer Society of India 
Dec. 1996 Commencement of trading/settlement in dematerialized 
securities 
Dec. 1996 Dataquest award for Top IT User 
Dec. 1996 Launch of CNX Nifty Junior 
Feb. 1997 Regional clearing facility goes live 
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Nov. 1997 Best IT Usage award by Computer Society of India 
May 1998 Promotion of joint venture, India Index Services & Products 
Limited (IISL) 
May 1998 Launch of NSE's Web-site: www.nse.co.in 
July 1998 Launch of NSE's Certification Programme in Financial Market 
Aug. 1998 CYBER CORPORATE OF THE YEAR 1998 award 
Feb. 1999 Launch of Automated Lending and Borrowing Mechanism 
April 1999 CHIP Web Award by CHIP magazine 
Oct. 1999 Setting up of NSE.IT 
Jan. 2000 Launch of NSE Research Initiative 
Feb. 2000 Commencement of Internet Trading 
June 2000 Commencement of Derivatives Trading (Index Futures) 
Sept. 2000 Launch of 'Zero Coupon Yield Curve' 
Nov. 2000 Launch of Broker Plaza by Dotex International, a joint venture 
between NSE.IT Ltd. and l-flex Solutions Ltd. 
Dec. 2000 Commencement of WAP trading 
June 2001 Commencement of trading in Index Options 
July 2001 Commencement of trading in Options on Individual Securities 
Nov. 2001 Commencement of trading in Futures on Individual Securities 
Dec. 2001 Launch of NSE VaR for Government Securities 
Jan. 2002 Launch of Exchange Traded Funds (ETFs) 
May 2002 NSE wins the Wharton-lnfosys Business Transformation Award 
in the Organization-wide Transformation category 
Oct. 2002 Launch of NSE Government Securities Index 
Jan. 2003 Commencement of trading in Retail Debt Market 
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June 2003 Launch of Interest Rate Futures 
Aug. 2003 Launch of Futures & options in CNXIT Index 
June 2004 Launch of STP Interoperability 
Aug. 2004 Launch of NSE's electronic interface for listed companies 
Mar. 2005 'India Innovation Award' by EMPI Business School, New Delhi 
June 2005 Launch of Futures & options in BANK Nifty Index 
Dec. 2006 'Derivative Exchange of the Year', by Asia Risk magazine 
Jan. 2007 Launch of NSE - CNBC TV 18 media centre 
Mar. 2007 NSE, CRISIL announce launch of lndiaBondWatch.com 
June 2007 NSE launches derivatives on Nifty Junior & CNX 100 
Oct 2007 NSE launches derivatives on Nifty Midcap 50 
Jan. 2008 Introduction of Mini Nifty derivative contracts on January 1, 2008 
Mar. 2008 Introduction of long term option contracts on S&P Nifty Index 
April 2008 Launch of India VIX 
April 2008 Launch of Securities Lending & Borrowing Scheme 
"Before the NSE was set up, trading on the stock exchanges in India 
used to take place through open outcry without use of information technology 
for immediate matching or recording of trades. This was time consuming and 
inefficient. The practice of physical trading imposed limits on trading volumes 
and, hence, the speed with which new information was incorporated into 
prices. To obviate this, the NSE introduced screen-based trading system 
(SBTS) where a member can punch into the computer the quantities of shares 
and the prices at which he wants to transact. The transaction is executed as 
soon as the quote punched by a trading member finds a matching sale or buy 
quote from counterparty. SBTS electronically matches the buyer and seller in 
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an order-driven system or finds the customer the best price available in a 
quote-dhven system, and, hence, cuts down on time, cost and risk of error, as 
well as on the chances of fraud. SBTS enables distant participants to trade 
with each other, improving the liquidity of the markets. The high speed with 
which trades are executed and the large number of participants who can trade 
simultaneously allows faster incorporation of price sensitive information into 
prevailing prices. This increases the informational efficiency of markets. With 
SBTS, it becomes possible for market participants to see the full market, 
which helps to make the market more transparent, leading to increased 
investor confidence. The NSE started nation-wide SBTS, which have provided 
a completely transparent trading mechanism. Regional exchanges lost a lot of 
business to NSE, forcing them to introduce SBTS. Today, India can boast that 
almost 100% trading take place through electronic order matching."^^ 
Prior to the setting up of NSE, trading on stock exchanges in India took 
place without the use of information technology for immediate matching or 
recording of trades. The practice of physical trading imposed limits on trading 
volumes as well as the speed with which the new information was 
incorporated into prices. The unscrupulous operators used this information 
asymmetry to manipulate the market. The information asymmetry helped 
brokers to perpetrate a manipulative practice known as "gala". Gala is a 
practice of extracting highest price of the day for "buy" transaction irrespective 
of the actual price at which the purchase was actually done and give lowest 
price of the day for "sell" transactions irrespective of the price at which sale 
was made. The clients did not have any method of verifying the actual price. 
The electronic and now fully online trading introduced by the NSE has made 
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such manipulation difficult. It has also improved liquidity and made the entire 
operation more transparent and efficient. The NSE has set up a clearing 
corporation to provide legal counterparty guarantee to each trade thereby 
eliminating counterparty risk. The National Securities Clearing Corporation 
Ltd. (NSCCL) commenced operations in April 1996. Counterparty risk is 
guaranteed through fine-tuned risk management systems and an innovative 
method of on-line position monitoring and automatic disablement. Principle of 
"novation" is implemented by NSE capital market segment. Under this 
principle, NSCCL is the counterparty for every transaction and, therefore, 
default risk is minimized. To support the assured settlement, a "settlement 
guarantee fund" has been created. A large settlement guarantee fund 
provides a cushion for any residual risk. As a consequence, despite the fact 
that the daily traded volumes on the NSE run into thousands of crores of 
rupees, credit risk no longer poses any problem in the marketplace. 
2.12 Depository System 
"The erstwhile settlement system on Indian stock exchanges was also 
inefficient and increased risk, due to the time that elapsed before trades were 
settled. The transfer was by physical movement of papers. There had to be a 
physical delivery of securities -a process fraught with delays and resultant 
risks. The second aspect of the settlement related to transfer of shares in 
favor of the purchaser by the company. The system of transfer of ownership 
was grossly inefficient as every transfer involves physical movement of paper 
securities to the issuer for registration, with the change of ownership being 
evidenced by an endorsement on the security certificate. In many cases the 
process of transfer would take much longer than the two months stipulated in 
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the Companies Act, and a significant proportion of transactions would end up 
as bad delivery due to faulty compliance of paper work. Theft, forgery, 
mutilation of certificates and other irregularities were rampant. In addition, the 
issuer had the right to refuse the transfer of a security. All this added to costs 
and delays in settlement, restricted liquidity and made investor grievance 
redress time consuming and, at times, intractable. To obviate these problems, 
the Depositories Act, 1996 was passed. It provides for the establishment of 
depositories in securities with the objective of ensuring free transferability of 
securities with speed, accuracy and security. It does so by (a) making 
securities of public limited companies freely transferable subject to certain 
exceptions; (b) dematerializing the securities in the depository mode; and (c) 
providing for maintenance of ownership records in a book entry form. In order 
to streamline both the stages of settlement process, the Act envisages 
transfer ownership of securities electronically by book entry without making 
the securities move from person to person. The Act has made the securities 
of all public limited companies freely transferable, restricting the company's 
right to use discretion in effecting the transfer of securities, and the transfer 
deed and other procedural requirements under the Companies Act have been 
dispensed with. Two depositories, viz., NSDL and CDSL, have come up to 
provide instantaneous electronic transfer of securities." '^^  
In any stock exchange, trades or transactions have to be settled by 
either squaring up the carrying fonA/ard positions or settling by payment of net 
cash or net delivery of securities. This account settlement period, if it is long, 
leads to several price distortions and allows for market manipulation. It 
increases the chances of speculation resulting in volatility, which hurts the 
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small investors. With the application of IT in the securities market - screen-
based trading and trading through the Internet - it has been possible to reduce 
this settlement period. 
2.13 Testing and Certification 
"A critical clement of financial sector reforms is the development of a 
pool of human resources having the skills and expertise to provide quality 
intermediation services in each segment of the industry. In order to dispense 
quality intermediation, personnel working in the industry need to (a) follov\/ 
certain code of conduct usually achieved through regulations and (b) possess 
requisite skills and knowledge generally acquired through a system of testing 
and certification. It is necessary that they have a proper understanding of the 
business and skills to help it remain competitive. Such testing and certification 
has assumed added significance in India as there is no formal education/ 
training on financial markets, especially in the area of market operations 
which have undergone a complete transformation in the recent years. Taking 
into account international experience and needs of the financial markets, NSE 
launched NCFM (NSE's Certification in Financial Markets). It tests practical 
knowledge and skills that are required to operate in financial markets, in a 
very secure and unbiased manner, and certifies personnel with a view to 
improve quality of intermediation. This has gained market acceptability, as 
there is a realization that the financial markets are soon going to be the turf of 
certified professionals due to regulatory compulsions and/or initiatives of the 
industry. By imparting comprehensive knowledge and skill in the chosen field, 
NCFM enhances career opportunities for NCFM certified persons and allows 
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market participants and intermediaries to build their own staff development 
strategies tailored to their specific needs."^^ 
2.14 Capital Market Intermediaries 
There are several institutions, which facilitate the smooth functioning of 
the securities market. They enable the issuers of securities to interact with the 
investors in the primary as well as the secondary arena. 
A. Merchant Bankers 
"Among the important financial intermediaries are the merchant 
bankers. The services of merchant bankers have been identified in India with 
just issue management. It is quite common to come across reference to 
merchant banking and financial services as though they are distinct 
categories. The services provided by merchant banks depend on their 
inclination and resources - technical and financial. Merchant bankers 
(Category 1) are mandated by SEBI to manage public issues (as lead 
managers) and open offers in take-overs. These two activities have major 
implications for the integrity of the market. They affect investors' interest and, 
therefore, transparency has to be ensured. These are also areas where 
compliance can be monitored and enforced. 
Merchant banks are rendering diverse services and functions. These 
include organizing and extending finance for investment in projects, 
assistance in financial management, acceptance house business, raising 
Euro-dollar loans and issue of foreign currency bonds. Different merchant 
bankers specialize in different services. However, since they are one of the 
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major intermediaries between tine issuers and the investors, their activities are 
regulated by 
(1) SEBI (Merchant Bankers) Regulations, 1992. 
(2) Guidelines of SEBI and Ministry of Finance. 
(3) Companies Act, 1956. 
(4) Securities Contracts (Regulation) Act, 1956. 
Merchant banking activities, especially those covering issue and 
underwriting of shares and debentures, are regulated by the Merchant 
Bankers Regulations of Securities and Exchange Board of India (SEBI). SEBI 
has made the quality of manpower as one of the criteria for renewal of 
merchant banking registration. These skills should not be concentrated in 
issue management and underwriting alone. The criteria for authorization take 
into account several parameters. These include: (a) professional qualification 
in finance, law or business management, (b) infrastructure like adequate 
office space, equipment and manpower, (c) employment of two persons who 
have the experience to conduct the business of merchant bankers, (d) capital 
adequacy and (e) past track record, experience, general reputation and 
fairness in all their transactions. 
SEBI authorizes merchant bankers for an initial period of three years, if 
they have a minimum net worth of Rs. 5 crore. An initial authorization fee, an 
annual fee and renewal fee is collected by SEBI. According to SEBI, ail issues 
should be managed by at least one authorized merchant banker functioning 
as the sole manager or lead manager. The lead manager should not agree to 
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manage any issue unless his responsibilities relating to the issue, mainly 
disclosures, allotment and refund, are clearly defined. A statement specifying 
such responsibilities has to be furnished to SEBI. SEBI prescribes the process 
of due diligence that a merchant banker has to complete before a prospectus 
is cleared. It also insists on submission of all the documents disclosing the 
details of account and the clearances obtained from the ROC and other 
government agencies for tapping peoples' savings. The responsibilities of lead 
manager, underwriting obligations, capital adequacy, due diligence 
certification, etc., are laid down in detail by SEBI. The objective is to facilitate 
the investors to take an informed decision regarding their investments and not 
expose them to unknown risks."''^  
B. Credit Rating Agencies 
"The 1990s saw the emergence of a number of rating agencies in the 
Indian market. These agencies appraise the performance of issuers of debt 
instruments like bonds or fixed deposits. The rating of an instrument depends 
on parameters like business risk, market position, operating efficiency, 
adequacy of cash flows, financial risk, financial flexibility, and management 
and industry environment. 
The objective and utility of this exercise is twofold. From the point of 
view of the issuer, by assigning a particular grade to an instrument, the rating 
agencies enable the issuer to get the best price. Since all financial markets 
are based on the principle of risk/reward, the less risky the profile of the issuer 
of a debt security, the lower the price at which it can be issued. Thus, for the 
issuer, a favorable rating can reduce the cost of borrowed capital. From the 
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viewpoint of the'tiwestOLtbe Srade assigned by the rating agencies depends 
on the capacity of the issuer to service the debt. It is based on the past 
performance as well as an analysis of the expected cash flows of a company 
when viewed on the industry parameters as well as company performance. 
Hence, the investor can judge for himself whether he wants to place his 
savings in a "safe" instrument and get a lower return or he wants to take a risk 
and get a higher return."^° 
The 1990s saw an increase in activity in the primary debt market. 
Under the SEBI guidelines all issuers of debt have to get the instruments 
rated. They also have to prominently display the ratings in all that marketing 
literature and advertisements. The rating agencies have thus become an 
important part of the institutional framework of the Indian securities market. 
R& T Agents - Registrars to Issue R&T Agents form an important link between 
the investors and issuers in the securities market. 
A company, whose securities are issued and traded in the market, is 
known as the Issuer. The R&T Agent is appointed by the Issuer to act on its 
behalf to service the investors in respect of all corporate actions like sending 
out notices and other communications to the investors as well as dispatch of 
dividends and other non-cash benefits. R&T Agents perform an equally 
important role in the depository system as well. These are described in detail 
in the second section of this Workbook. 
C. Stock Brokers 
"Stockbrokers are the intermediaries who are allowed to trade in 
securities on the exchange of which they are members. They buy and sell on 
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their own behalf as well as on behalf of their clients. Traditionally in India, 
individuals owned firms providing brokerage services or they were partnership 
firms with unlimited liabilities. There were, therefore, restrictions on the 
amount of funds they could raise by way of debt. With increasing volumes in 
trading as well as in the number of small investors, lack of adequate 
capitalisation of these firms exposed investors to the risks of these firms going 
bust and the investors would have no recourse to recovering their dues. With 
the legal changes being effected in the membership rules of stock exchanges 
as well as in the capital gains structure for stock-broking firms, a number of 
brokerage firms have converted themselves into corporate entities. In fact, 
NSE encouraged the setting up of corporate broking members and has today 
has only 10% of its members who are not corporate entities."^^ 
D. Custodian of Securities 
"In the earliest phase of capital market reforms, to get over the 
problems associated with paper-based securities, large holding by institutions 
and banks were sought to be immobilized. Immobilization of securities is done 
by storing or lodging the physical security certificates with an organisation that 
acts as a custodian - a securities depository. All subsequent transactions in 
such immobilized securities take place through book entries. The actual 
owners have the right to withdraw the physical securities from the custodial 
agent whenever required by them. In the case of IPO, a jumbo certificate is 
issued in the name of the beneficiary owners based on which the depository 
gives credit to the account of beneficiary owners. The Stock Holding 
Corporation of India was set up to act as a custodian for securities of a large 
number of banks and institutions who were mainly in the public sector. Some 
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of the banks and financial institutions also started providing "Custodial" 
services to smaller investors for a fee. With the introduction of 
dematerialization of securities there has been a shift in the role and business 
operations of Custodians. But they still remain an important intermediary 
providing services to the investors who still hold securities in a physical 
form."^^ 
E. Mutual Funds 
"Mutual funds are financial intermediaries, which collect the savings of 
small investors and invest them in a diversified portfolio of securities to 
minimize risk and maximize returns for their participants. Mutual funds have 
given a major fillip to the capital market - both primary as well as secondary. 
The units of mutual funds, in turn, are also tradable securities. Their price is 
determined by their net asset value (NAV) which is declared periodically. The 
operations of the private mutual funds are regulated by SEBI with regard to 
their registration, operations, administration and issue as well as trading. 
There are various types of mutual funds, depending on whether they 
are open ended or close ended and what their end use of funds is. An open-
ended fund provides for easy liquidity and is a perennial fund, as its very 
name suggests. A closed-ended fund has a stipulated maturity period, 
generally five years. A growth fund has a higher percentage of its corpus 
invested in equity than in fixed income securities, hence, the chances of 
capital appreciation (growth) are higher. In Growth Funds, the dividend 
accrued, if any, is reinvested in the fund for the capital appreciation of 
investments made by the investor. An Income fund on the other hand invests 
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a larger portion of its corpus in fixed income securities in order to pay out a 
portion of its earnings to the investor at regular intervals. A balanced fund 
invests equally in fixed income and equity in order to earn a minimum return 
to the investors. Some mutual funds are limited to a particular industry; others 
invest exclusively in certain kinds of short-term instruments like money market 
or Government securities. These are called money market funds or liquid 
funds. To prevent processes like dividend stripping or to ensure that the funds 
are available to the managers for a minimum period so that they can be 
deployed to at least cover the administrative costs of the asset management 
company, mutual funds prescribe an entry load or an exit load for the 
investors. If investors want to withdraw their investments earlier than the 
stipulated period, an exit load is chargeable. To prevent profligacy, SEBI has 
prescribed the maximum that can be charged to the investors by the fund 
managers."^^ 
F. Depositories 
"The depositories are important intermediaries in the securities market 
that is scrip-less or moving towards such a state. In India, the Depositories 
Act defines a depository to mean "a company formed and registered under 
the Companies Act, 1956 and which has been granted a certificate of 
registration under sub-section (lA) of section 12 of the Securities and 
Exchange Board of India Act, 1992." The principal function of a depository is 
to dematerialize securities and enable their transactions in book-entry form. 
Dematerialization of securities occurs when securities, issued in physical 
form, are destroyed and an equivalent number of securities are credited into 
the beneficiary owner's account. In a depository system, the investors stand to 
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gain by way of lower costs and lower risks of theft or forgery, etc. They also 
benefit in terms of efficiency of the process. But the implementation of the 
system has to be secure and well governed. All the players have to be 
conversant with the rules and regulations as well as with the technology for 
processing. The intermediaries in this system have to play strictly by the rules. 
A depository established under the Depositories Act can provide any service 
connected with recording of allotment of securities or transfer of ownership of 
securities in the record of a depository. A depository cannot directly open 
accounts and provide services to clients. Any person willing to avail of the 
services of the depository can do so by entering into an agreement with the 
depository through any of its Depository Participants. 
G. Depository Participants 
A Depository Participant (DP) is described as an agent of the 
depository, They are the intermediaries between the depository and the 
investors. The relationship between the DPs and the depository is governed 
by an agreement made between the two under the Depositories Act. In a 
strictly legal sense, a DP is an entity who is registered as such with SEBI 
under the provisions of the SEBI Act. As per the provisions of this Act, a DP 
can offer depository related services only after obtaining a certificate of 
registration from SEBI. SEBI (D&P) Regulations, 1996 prescribe a minimum 
net worth of Rs. 50 lakh for stockbrokers, R&T agents and non-banking 
finance companies (NBFC), for granting them a certificate of registration to act 
as DPs. If a stockbroker seeks to act as a DP in more than one depository, he 
should comply with the specified net worth criterion separately for each such 
depository. No minimum net worth criterion has been prescribed for other 
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categories of DPs. However, depositories can fix a higher net worth criterion 
for their DPs. NSDL requires a minimum net worth of Rs. 100 lakh to be 
eligible to become a DP as against Rs. 50 lakh prescribed by SEBI (D&P) 
Regulations." '^* 
H. Depository Participants 
The changes in the regulatory framework of the capital market and 
fiscal policies have also resulted in newer kinds of financial instruments 
(securities) being introduced in the market. Also, a lot of financial innovation 
by companies who are now permitted to undertake treasury operations, has 
resulted in newer kinds of instruments - all of which can be traded - being 
introduced. The variations in all these instruments depend on the tenure, the 
nature of security, the interest rate, the collateral security offered and the 
trading features, etc. 
I. Debentures 
"These are issued by companies and regulated under the SEBI 
guidelines of June 11, 1992. These are issued under a prospectus, which has 
to be approved by SEBI like in the case of equity issues. The rights of 
investors as debenture holders are governed by the Companies Act, which 
prohibits the issue of debentures with voting rights. There are a large variety 
of debentures that is available. This includes: 
• Participating debentures 
• Convertible debentures with options 
• Third party convertible debentures 
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• Debt/equity swaps 
• Zero coupon convertible notes 
• Secured premium notes 
• Zero interest fully convertible debentures 
• Fully convertible debentures witli interest 
• Partly convertible debentures. 
J. Bonds 
Indian DFIs, like IDBI, ICICI, and IFCI, have been raising capital for 
their operations by issuing of bonds. These too are available in a large variety. 
These include: 
• Income bonds 
• Tax-free bonds 
• Capital gains bonds 
• Deep discount bonds 
• Infrastructure bonds 
• Retirement bonds 
In addition to the interest rates and maturity profiles of these 
instruments, the issuer institutions have been including a put/call option on 
especially the very long-dated bonds like deep discount bonds. Since the 
tenures of some of these instruments spanned some 20 or 25 years during 
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which the interest rate regimes may undergo a complete change, the issuer 
has kept the flexibility to retire the costly debt. This they do by exercising their 
option to redeem the securities at pre-determined periods like at the end of 
five or seven years. This has been witnessed in number of instruments 
recently much to the chagrin of investors who were looking for secure and 
hassle-free long-dated instruments."^^ 
K. Preference Shares 
"As the name suggests, owners of preferential shares enjoy a 
preferential treatment with regard to corporate actions like dividend. They also 
have a higher right of repayment in case of winding up of a company. 
Preference shares have different features and are accordingly available as: 
• Cumulative and non-cumulative 
• Participating 
• Cumulative & Redeemable fully convertible to preference shares 
• Cumulative & Redeemable fully convertible to equity 
• Preference shares with warrants 
• Preference shares 
L. Equity Shares 
As the name indicates, these represent the proportionate ownership of 
the company. This right is expressed in the form of participation in tHe profits 
of the company. There has been some innovation in the way these 
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instruments are issued. Some hybrid securities like equity shares with 
detachable warrants are also available."^ ® 
M. Government Securities 
"The Central Government or State Governments issue securities 
periodically for the purpose of raising loans from the public. There are two 
types of Government Securities - Dated Securities and Treasury Bills. Dated 
Securities have a maturity period of more than one year. Treasury Bills have a 
maturity period of less than or up to one year. The Public Debt Office (PDO) 
of the Reserve Bank of India performs all functions with regard to the issue 
management, settlement of trade, distribution of interest and redemption. 
Although only corporate and institutional investors subscribe to government 
securities, individual investors are also permitted to subscribe to these 
securities. 
An investor in government securities has the option to have securities 
issued either in physical form or in book-entry form (commonly known as 
Subsidiary General Ledger form). There are two types of SGL facilities, viz., 
SGL-1 and SGL-2. In the SGL-1 facility, the account is opened with the RBI 
directly. There are several restrictions on opening SGL-1 accounts and only 
entities, which fulfill all the eligibility criteria, are permitted to open SGL-1 
account. The RBI has permitted banks, registered primary dealers and certain 
other entities like NSCCL, SHCIL, and NSDL to provide SGL facilities to 
subscribers. A subscriber to government securities who opts for SGL 
securities may open an SGL account with RBI or any other approved entity. 
Investments made by such approved entity on its own account are held in 
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SGL-1 account, and investments held on account of other clients are held in 
SGL-2 account."^ ^ 
2.15. Capital Market Processes 
There are various processes that Issuers of securities follow or utilize 
in order to tap the savers for raising resources. Some of the commonly used 
processes and methods are described below. 
A. Initial Public Offering (IPO) 
"Companies, new as well as old can offer their shares to the investors 
in the primary market. This kind of tapping the savings is called an IPO or 
Initial Public Offering. SEBI regulates the way in which companies can make 
this offering. New companies can make an IPO if they have a dividend-paying 
(ability) record of three years. The size of the initial issue, the exchange on 
which it can be listed, the merchant bankers' responsibilities, the nature and 
content of the disclosures in the prospectus, procedures for all these are laid 
down by SEBI and have to be strictly complied with. Exemption may be 
granted by SEBI in certain cases for minimum public offer or minimum 
subscription in the case of certain industry sectors like infrastructure or IT or 
media & communications. Several changes have also been introduced in 
recent years in the manner in which the IPOs can be marketed. For example 
they can now take the book building route or they can even be marketed 
through the secondary market by brokers or DPs. All these changes have 
been made with the objective of making the process more investor friendly by 
reducing risk, controlling cost, greater transparency in the pricing mechanism 
and protecting liquidity in the hands of the investor. Some of the IPOs have 
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been available for subscription online - where the bids are made in real time 
and the information is made available on an instantaneous basis on the 
screen. It is possible to subscribe for IPO shares in Demat form through 
QP5"28 
B. Private Placement 
"Many companies choose to raise capital for their operations through 
various intermediaries by taking what in marketing terms would be known as 
the wholesale route. The retail route - of approaching the public -is expensive 
as well as time consuming. This is called in financial markets as private 
placement. SEBI has prescribed the eligibility criteria for companies and 
instruments as well as procedures for private placement. However, liquidity for 
the initial investors in privately placed securities is ensured as they can be 
traded in the secondary market. But such securities have different rules for 
listing as well as for trading. Preferential Offer/Rights Issue Companies can 
expand their capital by offering the new shares to their existing shareholders. 
Such offers for sale can be made to the existing shareholders by giving them 
a preferential treatment in allocation or the offer can be on a rights basis, i.e., 
the existing holders can get by way of their right, allotment of new shares in 
certain proportion to their earlier holding. All such offers have also to be 
approved by SEBI which has laid out certain criteria for these routes of 
tapping the public. These have to be complied with."^^ 
C. Internet Broking 
"With the Internet becoming ubiquitous, many institutions have set up 
securities trading agencies that provide online trading facilities to their clients 
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from their homes. This has been possible since all the players in the securities 
market, viz., stockbrokers, stock exchanges, clearing corporations, 
depositories, DPs, clearing banks, etc., are linked electronically. Thus, 
information flows amongst them on a real time basis. The trading platform, 
which was converted from the trading hall to the computer terminals at the 
brokers' premises, has now shifted to the homes of investors. This has 
introduced a higher degree of transparency in transactions. The investor 
knows exactly when and at what rate his order was processed. It also creates 
an end-to-end audit trail that makes market manipulation difficult. The 
availability of securities in Demat form has given a further fillip to this process. 
However, the emergence of, what is known as, "day-traders" has resulted in 
the business environment of brokers which has changed. Investors, who can 
now trade directly, no longer require their intermediation. Service charges 
have therefore been declining - all of which has been in favor of investors."^° 
SPEED-e 
"In order to extend the benefits of technological progress to investors, 
NSDL has launched SPEED-e services. SPEED-e is a internet based facility 
for clients of all Depository Participants (DPs) that enables the accountholders 
to submit instructions to their DPs through SPEED-e website on internet. The 
clients can submit instructions at a time convenient to them from a place 
convenient to them using SPEED-e website of NSDL. The accountholders 
can also view the status of their instructions submitted through SPEED-e on 
the website itself. SPEED-e is expected to greatly reduce the time and efforts 
required in processing the instructions."^^ 
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2.16 Conclusion 
In the post-independence period, the size of the capital market 
remained small. During the first and second five-year plans, the government's 
emphasis was on the development of the agricultural sector and public sector 
undertakings. Thanks to steps initiated by the Indian government especially 
after the post liberalization era. A huge growth has been observed in the 
aspects of quality and quantity. Huge increase has been observed in the 
volumes of trade. The changes in the regulatory framework of the capital 
market and fiscal policies have also resulted in newer kinds of financial 
instruments (securities) being introduced in the market. Taking into account 
international experience and needs of the financial markets, NSE launched 
NCFM (NSE's Certification in Financial Markets). It tests practical knowledge 
and skills that are required to operate in financial markets, in a very secure 
and unbiased manner, and certifies personnel with a view to improve quality 
of intermediation. There are several institutions, which facilitated the smooth 
functioning of the securities market. They enabled the issuers of securities to 
interact with the investors in the primary as well as the secondary arena. After 
going through the conceptual framework of the Capital Market, the 
assessment of the performance of the market is the main requirement of this 
study. The assessment of the performance of the Indian Capital market has 
been dealt with in the next chapter. 
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Chapter-3 Performance of Indian Capital Market: An Assessment 
3.1 Introduction 
The previous chapter deals with the conceptual framework of Indian 
Capital Market including the historical background, structure, components and 
regulatory framework of Indian Capital Market. The actual assessment of the 
performance of Indian Capital Market is made in this chapter to extend the 
proposed research work. 
India's capital market has come a long way since economic reforms 
began in early 1990s. The size of India's equity market equals its GDP -
similar to G7 countries. Transaction costs have come down considerably and 
now are less than the average in developed markets. State of-the-art market 
infrastructure combined with increasing profitability and competitiveness of 
Indian companies has attracted significant foreign portfolio investment. The 
Securities and Exchange Board of India is now widely perceived as a robust 
institution, a role model for regulators in emerging markets. 
Impressive though these achievements are, there are several areas 
where the market still falls short of international benchmarks. Less than one-
fifth of equity is owned by retail investors. In a country of over 1 billion people, 
less than 25 million individuals participate directly or indirectly in the market.^  
The non-governmental bond market, which has the potential to provide long-
term funding options to companies and infrastructure projects at lower cost 
than what is offered by banks, is very much underdeveloped; the same for 
the municipal and state bond markets. Participation of pension funds, 
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insurance companies and mutual funds is low compared to developed 
markets. 
Indian Capital Markets tiave grown exponentially in the last few years. 
The growth has been in every sphere, in the amount of capital raised through 
primary issuances, in exchange trading turnovers, in the market Indices and 
market capitalization, in mutual fund assets and foreign institutional 
investment. Corporate earnings are growing at healthy pace and the markets 
are a reflection of the health of the Indian economy. 
However, none of this would have been possible if the Indian markets 
had not developed a world class market and regulatory infrastructure. The 
efforts of the last decade in developing an efficient market infrastructure have 
created a market that has made transactions transparent and settlements 
safer. The new derivative market has provided a transparent avenue for 
managing risk to a wide variety of investors. 
SEBI's objective has been to encourage the development of the market 
while protecting the interests of investors. The task is however only partly 
done. Rapidly expanding markets require the industry and regulators to 
continually shore up their skills and resources. The establishment of the 
National Institute of Securities Markets is an effort to develop securities 
market skills and knowledge across the board for investors, students, market 
intermediaries and professionals and regulators. 
"India is forecast to be the fastest growing IPO market in the first half of 
2008 in the Asia Pacific region. Yet India appears to be at a relatively early 
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Stage of development which suggests that there remains substantial -
perhaps enormous - potential to be tapped." ^ 
3.2 India's Capital Market- Pre-Reform 
In 1991, facing a crisis in foreign currency reserves, India started the 
process of liberalization of its economy. This transition was accomplished by 
allowing market forces — competition and creativity - combined with greater 
foreign participation, to revive the country's flagging economy. Prior to the 
1991 reforms, a comprehensive system of State controls assured the State's 
almost complete domination of the financial markets. Under the Capital Issues 
(Control) Act, the Ministry of Finance (MoF) controlled the price and quantity 
of initial public offerings through the powers of the Controller of Capital Issues 
(CCI) and set interest rates on fixed income products, which limited access to 
capital and financial services. There were few private banks and those faced 
significant limitations on business expansion. Interest rates were administered 
by the Reserve Bank of India (RBI). Entry barriers throughout the financial 
sector limited opportunities to start banks, mutual funds, securities 
exchanges, brokerage firms, insurance companies and pension funds. State-
owned banks had only minimal equity capital and lacked prudential norms of 
accounting, asset classification, and provisioning. Government controls 
tunneled insurance funds and pension funds to Government bonds and bank 
deposits. The description below of the capital market's operation and of its 
regulatory structure at that time provides a starting point for measuring how 
much India's markets have changed. 
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The following table 3.1 shows, how was the position of Indian capital 
market up to the 1991 i.e. before the economic liberalization. Prior to 1992, 
the regulatory system of India's planned economy was marred by dispersed 
and uneven regulatory responsibilities, obsolete definitions, regulatory gaps, 
uneven regulatory responsibilities, and lack of accountability. 
Table-3.1 Growth Pattern of the Indian Stock Market 
s. 
NO. 
1 
2 
3 
4 
5 
6 
7 
8 
As on 3 1 " December 
No. of Stock Exchanges 
No. of Listed Cos. 
No. of Stock Issues of 
Listed Cos. 
Capitalization of Listed 
Co. (Cr.Rs.) 
Market value of Capital 
of Listed Cos. (Cr. Rs.) 
Capital per Listed Cos. 
(4/2) (Lakh Rs.) 
Market Value of Capital 
per Listed Cos. (Lakh 
Rs.) 
(5/2) 
Appreciated value of 
Capital per 
Listed Cos. (Lakh Rs.) 
1946 
7 
1125 
1506 
270 
971 
24 
86 
358 
1961 
7 
1203 
2111 
753 
1292 
63 
107 
170 
1971 
8 
1599 
2838 
1812 
2675 
113 
167 
148 
1975 
8 
1552 
3230 
2614 
3273 
168 
211 
126 
1980 
9 
2265 
3697 
3973 
6750 
175 
298 
170 
1985 
14 
4344 
6174 
9723 
25302 
224 
582 
260 
1991 
20 
6229 
8967 
32041 
11027 
9 
514 
1770 
344 
Source: Various issues of the Stock Exchange Official Directory. Vol.2 (9) (Hi), Bombay Stock 
Exchange, Bombay. 
The Table 3.1 is displaying the number of Stock Exchanges, number of 
Listed Companies, number of Stock Issues of Listed Companies, Capital of 
Listed Companies (Cr. Rs.), Market value of Capital of Listed Companies (Cr. 
Rs.), Capital per Listed Companies (Lakh Rs.), Market Value of Capital per 
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Listed Companies (Lakfi Rs.), and appreciated value of Capital per Listed 
Companies (Lakh Rs.) from the period 1946 to 1991. it is very clear from the 
table that capital market has grown a lot and likely to go with greater pace as 
for as different parameters of growth are concerned. 
Table 3.2- Amount raised by Private Corporate Sector from New Issues 
Market before liberalisation 
Period 
1974-75 to 1978-79 (Fifth Plan) 
1980-81 to 1984-85 (Sixth Plan) 
1985-86 to 1989-90 (Seventh Plan) 
Rs. Crore 
551 
3393 
14950 
Source: (i) Resen/e Bank of India, Report on Currency and Finance, (various issues) (ii) 
Securities and Exchange Board of India, Report on State of the Capital Market (1989-90). * In 
this amount the figure for Calendar year 1980 is proxy for the figure for 1980-81. 
Table 3.2 reveals the sharp rise (in absolute terms) in the amount 
raised from new issues market by private corporate sector during the eighties. 
Amount raised during the Sixth Plan (1980-81 to 1984-85) from the new 
issues market by the sector is more than six times the amount rose during the 
Fifth Plan (1974-75 to 1978-79). The corresponding figure of Rs. 14,590 cr. 
during the Seventh Plan (1985-86 to 1989-90) is more than 4.4 times the 
amount raised during the Sixth Plan. These developments in new issues 
market during the eighties resulted in sharp increase in the number of 
corporate security holders also. There were, it was estimated, one crore 
corporate security holders in 1990. The figure includes 90-95 lakhs share 
owning individuals two-thirds of those entered the share market for the first 
time after 1980 only. 
96 
Chapter-3 Performance of Indian Capital Market: An Assessment 
3.3 Stock Exchange Environment 
The oldest and the largest Indian stock exchange in 1992 was the 
then-member-owned Bombay Stock Exchange (BSE), established in 1875. It 
traded for only two hours a day with an open outcry system. It was also a 
closed market in another sense. It was managed in the interests of its 
member brokers, predominantly individuals, many of whom had inherited their 
seats. Their operations were often small, undercapitalized and 
nontransparent. The market capitalization of the 6,480 companies whose 
shares were listed on the BSE on March 31, 1992, was Rs. 3,541.87 billion 
(US$144.6billion)^ Few stocks listed on the BSE were actively traded. Many 
were small, closely held and illiquid, which made them easily susceptible to 
price rigging. Oversight of the exchanges was minimal and speculation was 
common. In addition to the BSE, India had another 21 regional exchanges, of 
which the Delhi, Ahmedabad, and Calcutta exchanges were most prominent. 
All were paper-based and open outcry exchanges, unconnected except for 
dual listings. Each exchange was managed by its own board. The MOF's 
Capital Markets Division, then the oversight regulator, named one 
representative to the board of each exchange. 
3.4 Settlement of Securities Transactions 
Settlement posed significant risks to counterparties in a securities 
market transaction. Securities were in physical form, but not held in street 
name Transfer of ownership involved stamped transfer deeds. Counterfeit 
paper was a risk, and securities, with accompanying documents, were subject 
to lengthy and inconsistent verification procedures. The settlement process 
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was long and lacked transparency. Few If any deadlines for settlement were 
imposed or observed. The "badia," or carry-forward, system in place was 
inherently nontransparent and risky. As a result, "settlements were prone to 
errors, mistakes, delays, and in extreme cases, unethical or criminal practices 
at each step of the process.'"* A market plagued by uncertainty and diitrust of 
the system and procedures discouraged longer-term investors. 
Institutional investors 
In 1992 the only institutional investor with significant participation in the 
market was the government-owned Unit Trust of India (UTI). Large 
government institutions, such as the Industrial Development Bank of India 
(IDBI) and Life Insurance Corporation (LIC), remained marginal players, either 
because prudential regulations did not permit them to invest in equities, or 
because they were not actively trading the equities in their portfolios. 
Speculators and retail investors dominated the market. Until SEBI 
promulgated its Foreign Institutional Investors Regulation in 1993, the market 
was closed to foreign investors. 
Retail Investors and the Unit Trust of India (UTI) 
In 1992, the average Indian interested in investing regularly in 
securities would have had one main option: UTI, a government operated trust 
that was also a vehicle for financing Indian enterprises. It was structured as 
an investment trust that issued redeemable securities somewhat similar to 
those of a mutual fund. As of March 31, 1992, UTI's total assets were Rs. 
357,370 million (nearly US$ 14.5 billion), or over 90 percent of total mutual 
fund assets in India.^  UTI had approximately 21 million unit holder accounts in 
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the 40 schemes it operated.^ In 1991-92 alone, about 12 million unit holders 
invested over Rs. 110 billion (US$ 4.5 billion) in UTI schemes/ Despite a 
structure that created issues of investor protection and accountability, 
discussed later in this report, in 1992, UTI in effect was India's mutual fund 
industry and a pillar of the Indian market. 
Market Manipuiation and Collapse 
In 1991, Harshad Mehta was a wealthy stock broker with a "rags to 
riches" personal success story. He had been christened "The Big Bull" of the 
trading floor because of his apparent ability to move not only the price of 
specific scrips, but also the course of the BSE Sensex Between April 1991 
and June 1992.^  Mehta was supposed to have accumulated large positions in 
a select group of stocks, allegedly using multi-crore funds acquired by 
manipulating the Indian banking system. When the manipulation was 
discovered, the banks and financial institutions from which he had taken the 
funds called on Mehta to return them. In April 1992, as Mehta liquidated his 
trading positions, a panic followed and the market collapsed. 
This was the first of several securities market scandals that would 
stimulate significant market reforms. These scandals focused attention on the 
need for stronger investor protection and amore efficient regulatory regime. 
The 1992 market collapse stimulated the Government of India to strengthen 
SEBI and, through the major financial institutions it controlled, to create the 
National Stock Exchange (NSE)^  as a demutualized exchange which became 
a strong competitor to the BSE.^ ° 
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3.5 Major Elements of the Pre-Reform Legal Framework 
Prior to the liberalization of Indian Capital Market, the following Acts 
were prevailing: 
A. Capita! Issues (Control) Act of 1947 (CICA) 
The Capital Issues (Control) Act was designed to check the access of 
the private sector to capital market. It limited the amount of capital a private 
company could raise in the capital market. The Controller of Capital Issues 
(CCI) approved all aspects of private companies' issuances of capital: the 
instruments, the volumes and the offer price. The price was based on 
historical earnings, a practice which often resulted in under-pricing of public 
offerings of equity shares. 
B. Chartered Accountants Act of 1949 (CAA) 
The CAA placed governance of the accounting profession, including 
standards setting and discipline, under the Institute of Chartered Accountants 
of India (ICAI). However, compliance with the standards was not mandatory, 
and the ICAI lacked the power to enforce them. 
C. Companies Act of 1956 
The Companies Act dealt with issue, allotment, and transfer of 
securities, and various aspects of company management. It placed 
responsibility for registration and oversight of all companies, whether closely 
held or listed and widely traded, under the Department of Company Affairs. 
The ability to prosecute errant companies for misleading information in their 
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offer documents and other periodic disclosures remained with the Company 
Law Board, under the Department of Company Affairs. 
D. Securities Contracts (Regulation) Act (SCRA) of 1956 
"The SCRA's objective (as stated in its preamble) was "to prevent 
undesirable transactions in securities by regulating the business of dealing 
therein." It governed stock exchanges, securities contracts, and listing of 
securities. It also declared options in securities illegal, and, until 1999, its 
definition of "securities" was limited to listed stocks and debentures and 
"exchange" referred only to the "trading floor," without including an electronic 
trading platform."^^ 
E. Unit Trust of India Act (UTI Act) 1963 
"The UTI Act established the Unit Trust of India (UTI), accountable only 
to the Parliament as a hybrid development bank and mutual fund. It was the 
first and only mutual fund-like investment available in the Indian capital market 
throughout the first 40 years of its existence until 1987. The UTI Act, among 
other things, did not require the investment assets to be valued at market 
prices, nor mandate portfolio disclosures."^^ 
F. Securities Exchange Board of India Act (SEBI) 1992 
"A key element of the reform strategy was building a strong 
independent market regulator. The SEBI Act, which came into force on 
January 30, 1992, established the Securities Exchange Board of India (SEBI) 
as an autonomous body "to protect the interests of investors in securities and 
to promote the development of, and to regulate, the securities market and for 
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matters connected or incidental thereto." SEBI was given authority to regulate 
the stock exchanges, stock brokers, share transfer agents, merchant banks, 
portfolio managers, market intermediaries, collective investment schemes, 
and primary issues. The SEBI Act granted SEBI licensing, rule making, 
investigative, and directive powers, and broadly empowered SEBI to achieve 
its goals by such measures as it sees fit." The Act also enumerated specific 
regulatory approaches SEBI could take. SEBI was empowered to control 
entry to the market; monitor market participants; issue regulations and 
guidelines to establish market standards; prohibit fraudulent and unfair trade 
practices; regulate substantial acquisitions of shares and takeovers; and to 
enforce the securities laws. SEBI was formed in 1988, but was not granted 
the statutory powers described above until speculative price rises in the 
secondary market made clear the need for a stronger regulator. The impact of 
the regulations SEBI would subsequently adopt shaped much of the 
institutional structure of India's capital markets."^^ 
"The equity market was high on the reforms agenda after the Scam of 
1992.The problems of the equity market, at the time, may be summarized as 
follows: 
1. As of 1992, the Bombay Stock Exchange (BSE) was a monopoly. It 
was an association of brokers, and imposed entry barriers, which led to 
elevated costs of intermediation. Membership was limited to 
individuals; limited liability firms could not become brokerage firms. 
2. Trading took place by 'open outcry' on the trading floor, which was 
inaccessible to users. It was routine for brokers to charge the investor a 
price that was different from that actually transacted at. In fact, the 
102 
Chapter-3 Performance of Indian Capital Market: An Assessment 
normal market practice involved brokers charging users' one single 
consolidated price, instead of unbundling the trade price and the 
brokerage fee. 
3. As with all trading floors, there was no price-time priority, so users of 
the market were not assured that a trade was executed at the best 
possible price. 
4. A variety of manipulative practices abounded, so that external users of 
a market often found themselves at the losing end of price movements. 
The BSE is run by brokers, which limits the quality of enforcement 
which can be undertaken against errant brokers. 
5. Floor-based trading, the inefficiencies in clearing and settlement 
(described ahead), entry barriers into brokerage, and the low standards 
of technology and organizational complexity that accompanied the ban 
upon corporate membership of the BSE led to an environment where 
order execution was unreliable and costly. It was typical for below 50% 
of orders to obtain execution on a given day. 
6. Retail investors and particulariy users of the market outside Bombay, 
accessed market liquidity through a chain of intermediaries called 
"sub-brokers". Each sub-broker in the chain introduced a mark-up in 
the price, in the absence of the unbundling of professional fees from 
the trade price. It was not uncommon for investors in small towns to 
face four intermediaries before their order reached the BSE floor, and 
to face mark-ups in excess of 10% as compared with the actual trade 
price. 
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7. The market used 'futures-style settlement' with fortnightly settlement. 
This means that trading was supposed to take place for a fortnight until 
a predetermined 'expiration date'. Open positions on the expiration 
date only would go into actual settlement, where funds and securities 
were exchanged. In practice, there was little discipline on ensuring a 
reliable fortnightly settlement cycle. 
8. A peculiar market practice called badia allowed brokers to carry 
positions across settlement periods. In other words, even open 
positions at the end of the fortnight did not always have to be settled. 
9. The efficiencies of the exchange clearinghouse only applied for the 
largest 100 stocks. For other stocks, clearing and settlement were 
done bilaterally, which introduced further inefficiencies and costs. 
10. The use of futures-style trading for a fortnight (or more), coupled with 
badIa, is fraught with counterparty risk. Normally, collateral (margin) 
requirements are used to ensure capital adequacy, and reduce the 
fragility of the clearing system. Primitive notions of margins existed at 
the BSE on paper, but they were not enforced. A critical feature of the 
modern approach to clearing is "novation" at a clearing corporation; the 
BSE has neither a clearing corporation nor novation. The BSE 
clearinghouse functioned on a best-efforts basis - if shares or funds 
appeared at one end, they would be delivered to the other; the 
clearinghouse itself took no interest in measuring and containing 
counterparty risk. Small-scale problems of partial or delayed payments 
took place on every settlement, and major crises, which required 
closing down the exchange while a compromise was worked out, took 
104 
Chapter-3 Performance of Indian Capital Market: An Assessment 
place once every two to three years. A recent and prominent example 
was seen In April 1995 in the context of shares of the firm 'M. S. 
Shoes', where a default involving a total exposure of Rs.180 million, 
and losses of around one-fifth of this, led to a payments crisis on the 
BSE which halted the functioning of the exchange for three days. 
11. The final leg of the trade was physical settlement, where share 
certificates were printed on paper. This was intrinsically vulnerable to 
theft, counterfeiting, inaccurate signature verification, administrative 
inefficiencies, and a variety of other malpractice. Involuntary and 
deliberate delays in settlement could take place both at the BSE and at 
the firm. 
These problems led to an extremely poorly functioning equity market. 
From late 1993 on wards, the Indian State embarked on a radical reforms 
program which completely transformed market institutions (Shah & Thomas 
1997). This program consisted of creating four new securities market 
institutions: the Securities and Exchanges Board of India (SEBI), the 
National Stock Exchange (NSE), the National Securities Clearing 
Corporation (NSCC) and the National Securities Depository (NSDL)."^" 
3.6 A Comparative View of Indian Capital Market from 1992 to 2007 
The market has been transformed in the 16 years since SEBI emerged 
as the statutory regulator of India's securities market. India's market in 2007 
features a developed regulatory environment, a modern market infrastructure, 
a steadily increasing market capitalization and liquidity, better allocation and 
mobilization of resources, a rapidly developing derivatives market, a robust 
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mutual fund industry, and increased issuer transparency. Table 3.3 compares 
some key market statistics for Indian markets in 1992 and 2007. 
Table 3.3 - Key Market Characteristics 1992 vs. 2007 
Key Market Characteristics 
Market Capitalisation ($billion) 
Market Capitalisation to GDP (%) 
Number of registered foreign institutional investors 
Number of mutual funds 
Number of Demat accounts 
Value traded to listed stock (%) 
Turnover ratio (%) 
Market volatility (%) 
Annual derivative volumes ($bn) 
1992 
144.6 
57 
0 
6 
0 
11% 
20% 
3.3% 
0 
2007 
987.2 
87 
87 
38 
6362845 
71% 
82% 
1.1% 
1601 
Source: RBI, Handbook of Currency and Finance, 2007; NSE, Indian Securities Market 
Review, 2006; SEBI, Handbook of Statistics on Indian Securities Market, 2007. 
It is very clear from the above mentioned table that Market 
Capitalisation which was 144.6 ($billion) in 1992 and went as high as 987.2 
($billion) in 2007. The Market Capitalisation to GDP was only 57% in 1992 
and came up to 87% in 2007. The Number of registered foreign institutional 
investors was 0 in 1992 and came up to 87 in 2007. The Number of mutual 
funds w companies were only 6 in 1992 and in 2007 it became 38. The 
Number of Demat accounts were nil in 1992 and in 2007 it became 6362845. 
The Value traded to listed stock in terms of % in 1992 was 11 and reached to 
71 in 2007. The Turnover ratio in terms of % was 20% and reached to 82% in 
2007. The Market volatility was as high as 3.3% in 1992 and came down to 
1.1% in 2007. The Annual derivative volumes in terms of $billion was nil and 
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reached to 1601 & billion. It shows that the capital market has progressed a 
lot during liberalized era. 
3.7 A Credible Market Regulator 
Legislative initiatives and the emergence of SEBI as a credible market 
regulator with greater investigative and enforcement powers and effective 
leadership has enhanced investor protection, accountability, and 
transparency. It enables competitive forces to shape a more efficient market 
in which many systemic and infrastructure risks that existed earlier have been 
greatly reduced. 
Application of Advanced Market Technology 
Technological innovation was largely propelled by the National Stock 
Exchange (NSE), a demutualized electronic exchange incorporated in 
November 1992 by major public sector financial institutions. The NSE began 
trading in June 1994, effectively utilizing the most advanced market 
technology at that time. It introduced a modern market infrastructure with fully-
automated, screen-based trading systems and settlement systems equal to 
any in the world. By the end of 1996, liquidity of the most frequently traded 
securities had shifted to the NSE. Competitive pressures reduced brokerage 
fees by a factor of five, from 2.5 percent to approximately 0.50 percent,^ ^ and 
increased daily traded volumes by more than 100 percent. The BSE protected 
its competitive position by converting to a modern market infrastructure by 
1997. The systems put in place by NSE and BSE, under SEBI's oversight, 
created more efficient, liquid, and transparent stock exchanges, and were 
instrumental in minimizing market systemic and settlement risks. By mid-
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2007, 99.9 percent of trades settled in dematerialized form in a rolling T+2 
environments 16 
3.8 Significant Participation of Foreign Institutional Investors (Flls) 
The changes in market structure, regulation and technology brought 
about significant qualitative changes in the Indian securities market, greatly 
reduced systemic and settlement risks, and helped create more transparent, 
liquid and efficient securities markets. Increasing confidence in the fairness 
and efficiency of the market, and the elimination of barriers to foreign 
institutional investment in 1994, fueled the growth of foreign portfolio 
investment. Portfolio Investment by Foreign Institutional Investors (Flls) in 
India has grown every year since then, except for 1998, when the Asian crisis 
led to a major exodus across all markets. Table 3.4 shows the Fll investments 
in Indian markets. 
Table-3.4 Institutional Investment in the Stock Market (Rs. Crores) 
Year 
2001-02 
2002-03 
2003-04 
2004-05 
2005-06 
2006-07 
Flls 
Equity 
8,067 
2,528 
39,959 
44,123 
48,542 
25,236 
Debt 
685 
60 
5,805 
1,759 
-7,065 
5,605 
Mutual Funds 
Equity 
-3,796 
-2,067 
1,308 
448 
14,302 
9,024 
Debt 
10,959 
12,604 
22,701 
16,987 
36,801 
52,546 
Source: Compiled from the Websites ofSEBI, BSE and NSE 
"Despite several factors indicating a relative slowdown in the emerging 
markets, foreign institutional investors (Flls) continue to be bullish on India. 
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They have pumped in a hefty $6 billion in equities to date in calendar 2007.^'' 
Last year, during the same period, the Flls' exposure to Indian equities was 
25% lower at $4.5 billion. These investors had invested $8 billion in the entire 
calendar 2006. Market players said an appreciating rupee and a slide at the 
bourses since April played a key role in the increased inflows from the Flls. 
"Most of the buying by the Flls in calendar 2007 has been during the second 
quarter (April-May to date) when the markets have undergone a long 
correction from the higher levels after peaking in February. Also, an 8-9% 
appreciation of the rupee in the last one-and-half month helped." If the Indian 
currency continued to strengthen against the greenback, the inflows might 
gather more pace and cross the all-time high mark of $10 billion witnessed in 
2005. But some analysts cautioned that rising interest rates and high inflation 
might pose a challenge to the economy, which in turn might adversely impact 
the profitability of India Inc. In this scenario, the Flls might re-think their 
investment strategy, they warned ..18 
Table-3.5 % of Flls Trading to Total Market Turnover 
Year 
% of Flls 
average 
Turnover 
1998 
2.6% 
1999 
2.9% 
2000 
5.% 
2001 
5.5% 
2002 
3.3% 
2003 
4.1% 
2004 
8.3% 
2005 
15.6% 
2006 
19.2% 
2007 
17.6% 
2008 
17.9% 
Source: www.bselndia.com and www.nseindia.com 
The Table 3.5 shows, how Flls are tightening their grip in the Indian 
capital market. During 1998 Flls holding in the Indian capital market was 2.6% 
of total turnover, which rose to 4.1% in 2004 and 17.9% in 2008 (up to 
March). 
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Table 3.6 A: Fils in Indian Stock Market (Rs. in Crore) 
Year 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
Total 
Gross 
purchase 
2,661.90 
9,267.20 
6,665.90 
15,739.20 
18,926.50 
13,899.80 
37,211.50 
77,666.60 
56,799.20 
Gross 
sales 
66.8 
2,476.10 
2,812.20 
4,935.60 
12,719.20 
15,379.70 
30,514.70 
71,155.40 
43,506.50 
Turnover 
C=A+B 
2,728.70 
11,743.30 
9,478.10 
20,674.80 
31,645.70 
29,279,50 
67,726.20 
148,822.00 
100,305.70 
Net 
investment 
2,595.10 
6,791.10 
3,853.70 
10,803.60 
6,207.30 
-1,479.90 
6,696.80 
6,511.20 
13,292.70 
55271.6 
Net 
investment 
827.4 
2164.8 
1191.4 
3058.2 
1746.7 
-338 
1559.9 
1492.2 
2843.3 
14545.9 
Source: Compiled from the Websites of BSE and NSE 
Table-3.6 B Flls Investment in Equities (All India) Rs. Crores 
Year 
2002 
2003 
2004 
2005 
2006 
2007 
2008 
Flls Purchases in 
Secondary market 
4040.00 
7866 
20626 
33004 
42270 
85586 
62,516 
Flls Sales in 
Secondary 
market 
3613.00 
6161 
13943 
23669 
45938 
80007 
61441 
Net Flls 
Investments in 
Secondary 
Market 
427.0 
890 
6684 
9335 
-3667 
5579 
1,075 
Sources: compiled from tfie websites of BSE, NSE and SEBI 
110 
Chapter-3 Performance of Indian Capital Market: An Assessment 
Table-3.6 C Flls Investment in Debt Securities (All India) Rs. crores 
Year 
2002 
2003 
2004 
2005 
2006 
2007 
2008 
Flls Purchases in 
Secondary Market 
248 
890 
5,215 
544 
1,937 
5437 
-187 
Flls Sales in 
Secondary Market 
27 
669 
1,760 
1,1518 
1,035 
2126 
1,515 
Net Fits 
Investments in 
Secondary 
Market (Debt) 
221 
3,456 
-975 
902 
3312 
-1,702 
Sources: compiled from the websites of BSE and NSE for the period from 2002 to 2008 at the 
March end 
The Table 3.6 A, 3.6 B and 3.6 C are showing that the Flls are bullish 
in Indian equity as well as debt market. Over a period of time their investment 
is going up. Once it was Rs.827.4 crores in the year 1993 which rose to Rs. 
3312 crores in 2007. In terms of turnover it is higher as total buying and 
selling will be added. 
3.9 Strong Market Performance 
"The market capitalization ratio is generally taken as a measure of 
stock market size. (This is measured as a ratio of market value of stocks 
which are listed on a stock market to GDP.) Alternatively, size is measured by 
the number of listed companies on a stock market."^ ^ 
"The changes in the microstructure and institutional mechanism of the 
Indian securities market had been put in place before the economic recovery, 
took off in the 2000s. The market indices have reflected the growing investor 
interest, both local and global, in the markets. By the end of 2005, according 
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to the World Bank's World Development Indicators, the market capitalization 
of India's 4,763 listed companies represented 56.1 percent of India's GDP. 
Listed Indian companies had a market capitalization of over US$ 834 billion in 
2006, nearly 91.5 percent of GDP. As of July 2007, India's major market 
indices, the Sensex and the Nifty, were in the upper ranges of their price and 
trading levels. The Morgan Stanley Capital International (MSCI) India Index 
registered an annualized gain of 36.8 percent between 2001 and 2006, and 
by mid-2007 had added another 16.8 percent.^° Other indices of less 
capitalized and traded issues also have attracted increased activity and have 
reached new performance levels. By September 2007 BSE's and NSE's 
market capitalization had increased to nearly US$ 1,305 billion and US$ 1,211 
billion respectively. The NSE and BSE accounted for 99.9 percent of the 
trades and listed 1,319 and 4,871 companies respectively. The table mention 
below shows the growth of the market from 1992 to 2007 as reflected by the 
Sensex. Increased market valuation translates directly into opportunities for 
additional growth. For these and other Indian companies, rising market 
valuations present opportunities for local and global acquisitions, investment 
in domestic projects, acquisition of suppliers or networks, assurance of a 
better flow of raw materials, attracting the best talent, and raising additional 
capital. This steadily increasing flow of funds has enabled India's capital 
market to better allocate and mobilize resources and help to strengthen 
India's economy. During 2006, India's economy experienced a real growth 
rate of 9.2 percent. During the 12 months ended March 31, 2007, India's 
economy grew at (9.3%).^ ^ 
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The ratio of market capitalization to GDP has increased over this time, 
to now rank among the best in the world, at over 100% by September 2007. 
The market cap to GDP ratio for China, for example was 33% in January 
2007, for Japan 96%, and for South Korea 96%.^ ^ 
Table 3.7 -Market capitalization as percentage of GDP in India (as at end 
March) 
Year 
1981 
1988 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
Market cap as % of GDP 
9.64 
8.6 
19.4 
54.2 
30.6 
46.6 
46.7 
48.2 
35.7 
38.7 
33.0 
46.8 
27.2 
26.8 
23.3 
43.4 
54.3 
84.7 
86.7 
Source: Compiled from SEBI, Handbook of Indian Securities Markets, 2006 NSE, Monttily 
Market Statistics 
The Table 3,7 showing in 1981 the percentage of market cap in relation 
to GDP was 9.64%. It went as high as 86.7% in 2007 which can be said to a 
good signal as for as the growth of the capital market is concerned. 
3.10 Increased Derivatives Market and Liquidity 
"Rapid technological advancements in telecommunications and the 
Internet are transforming the basic business model of a stock exchange. In an 
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increasingly competitive world with low barriers to entry, exchange-owners are 
rapidly recognizing that efficient market design and trading mechanism are 
keys to winning higher market shares for both trading volume and number of 
listings. Scores of stock exchanges around the world have abolished their 
trading floors on which brokers manually matched orders using an open-
outcry system. Fully automated and transparent electronic systems have 
replaced those outcry mechanisms. 
The major change in market-microstructure has helped the listed firms 
lower their cost of equity because of improvements in liquidity and the 
informational environment in the secondary market. Computerization of 
trading can improve liquidity in secondary markets through several means. 
Electronic trading systems can significantly lower investors' trading costs 
(spreads, fees, brokerage, and commissions) and increase the amount of 
publicly available information about a stock's demand and supply. In addition, 
electronic systems are capable of attracting new pools of liquidity by providing 
affordable remote access to investors and by retaining unexecuted orders in a 
consolidated order book for possible matching with future orders. Liquidity 
begets liquidity and creates network externalities. It certainly reduces barriers 
to market-making activity, allowing individual investors to compete with 
brokers having exchange seats. On automated electronic trading systems, 
profit-seeking value traders can closely monitor the market and become 
suppliers of liquidity even without their presence on the trading floor. This 
phenomenon is further facilitated by the manifestly higher speed of execution 
and settlement of trades on electronic systems. 
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Electronic systems are also more transparent than trading floors in 
displaying detailed order-flow information such as quotes, depths, and recent 
transactions from the limit order book to the market participants in real time. 
Higher ex-ante transparency reduces the adverse selection problem."^^ 
Market liquidity increased greatly between 1992 and 2007. This was a 
function of changes in settlement rules and the introduction of derivatives 
trading. The NSE introduced trading in equity derivative products in June 
2000. It has since become the largest exchange in single stock futures and it 
ranks fourth globally in the number of stock index futures contracts traded. 
The move from fixed period to rolling settlements, shortened settlement 
periods, and a dramatic increase in derivatives trading contributed to steadily 
increasing market liquidity. India's 2005-06 turnover ratio was approximately 
79 percent, compared to 50.9 percent in 1993-94 and only 34.4 percent in 
1994-95. By mid-2007, it ranked third globally in number of trades in the 
equities market. The NSE's average daily traded value in equities 
approximated Rs. 13,302 crore (US$ 3.3 billion) in September 2007. Table-
3.8 shows the growth in turnover on the stock markets. 
Table -3.8 Growth in Stock Market Turnover ($billon) 
Year 
1993-94 
1994-95 
1995-96 
1996-97 
1997-98 
1998-99 
1999-00 
2000-01 
2001-02 
2002-03 
Stock Market Turnover ($biliion) 
65 
52 
68 
218 
244 
243 
477 
631 
188 
200 
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2003-04 
2004-05 
2005-06 
2006-07 
335 
371 
540 
930 
Source: Compiled from the Websites of SEBI, NSE and BSE 
The above represented Table-3.8 is depicting that the turnover of the 
market was 65 billion dollar during 1993-94. Thereafter the market has grown 
at a faster rate and during the year 2006-07 at went as high as 930 billion 
dollar. It was due to the tremendous increase in the number of investors 
including Flls, mutual fund and individual investors. 
Table- 3.9 - Liquidity in the stock market in India (on the basis of 
turnover and value traded ratios) 
Year 
1985-86 
1990-91 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
1997-98 
1998-99 
199-00 
2000-01 
2001-02 
2002-03 
2003-04 
2004-05 
2005-06 
2006-07 
Turnover ratio 
34.5 
32.7 
20.3 
20.0 
21.1 
14.7 
20.5 
85.8 
98.0 
126.5 
167.0 
404.3 
134.0 
162.9 
133.4 
97.7 
78.9 
81.9 
Value traded ratio 
-
6.3 
11.0 
6.1 
9.8 
6.9 
9.9 
30.6 
38.0 
41.7 
78.1 
111.3 
36.0 
37.9 
57.9 
53.1 
66.9 
70.7 
Source: Currency and Finance, An RBI Report 2007-08 
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The Table-3.9 is showing that the turnover and value traded ratio gone 
up tremendously over a period of time. During 1985-86 the turnover ratio was 
34.5; it went up to 404.3 up to 2000-01 but again came down to 97.7 percent. 
On the other hand the turnover value ratio during 1990-91 was 6.3 percent 
and during 2000-01 it went up to 111.3 percent but during the year 2006-07 it 
was 70.7 percent 
3.11 Transaction Cost in Equity Market of India 
"Equity markets have evolved considerably since the early 1990S and 
amongst the largest in the world in terms of transactions and have costs 
comparable with the major exchanges. The major determinants of this 
exchange were the creation of the NSE in 1994, a competitor to BSE, both 
located in Mumbai. This exchange was created in response to the poor 
performance of the existing regional stock exchanges. The new exchange 
enabled the participants from across the country to trade in one market. The 
exchange was one of the first stock exchanges of the world to have a 
corporate structure. It rapidly became the largest market in India and third 
largest market in the world in terms of number of transactions. It now has 
foreign shareholdings (NYSE and various banks) up to maximum (26%) 
allowed by foreign direct investment regulation. 
Cost was also reduced by the starting of the new clearing and 
settlement institution. An integral part of the new architecture was the creation 
of a cetralised counterparty for transaction. At the same time depositories 
reduced settlement risk. 
Overall these reforms created a national market in shares, eliminating 
the price differentiation across the country. Overall the transaction costs 
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reduced by a factor of thirty between 1993 and 2004, the liquidity of the 
market have further improved with the impact cost of a trade in a major stock 
falling to 0.07% comparable to found in major OECD stock markets ..24 
Table-3.10 Transaction Cost in India's Equity Markets 
Components 
Trading: 
Market impact 
Brokerage 
Clearing: 
Counter party 
Settlement: 
Back office 
Bad paper risk 
Total 
1993(before 
3.75 
3.00 
0.75 
Present 
1.25 
0.75 
0.50 
5.0 
1997(After 
0.65 
0.50 
0.15 
Some 
1.5 
0.75 
0.75 
2.15 
2004 
0.35 
0.25 
0.10 
Some 
0.03 
0.03 
0.00 
0.38 
New York 
1.3 
1.0 
0.23 
Zero 
0.5 
0.5 
0.0 
1.28 
Source: OECD Report, 2006 
The Table 3.10 reveals clearly that the transaction cost at NSE has 
declined sharply because of the use of technology. The turnover in the market 
has increased with the establishment of NSE. It was due to the reduction in 
the transaction cost of buying and selling securities. Before the establishment 
of NSE the cost of transaction used to be 3.75% which has declined to 0.65% 
in 1997 and further 0.35% in 2004. Similarly the settlement cost of back office 
and bad paper risk has also declined sharply and as result the turnover has 
increased tremendously. 
3.12 Mutual Fund Industry; A Perspective 
"The mutual fund industry, like the market, has expanded at an 
accelerating rate over the period 1992-2007. In 1993, private sector players, 
including international asset managers were permitted to set up mutual funds. 
Assets Under Management (AUM) grew nearly ten-fold from Rs.43,000 crore 
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(US$ 14billion) in June 1993 to Rs.400,842 crore (nearly US$ 100 billion) on 
June 30, 2007. The number of mutual fund schemes went up from less than 
100 to 772 over the same period. The Association of Mutual Funds in India 
(AMFI) has played an important role in the industry's growth. This fund trade 
association, comprised of 32 asset management companies, helps develop 
and maintain high professional and ethical standards in mutual fund 
operations. AMFI's guidelines have set industry standards and more recently 
it has established a program for training, testing, and certifying all mutual fund 
intermediaries. SEBI later made this program mandatory for intermediaries. 
Table-3.11 Trends in Resource Mobilization (net) by Mutual Funds (Rs. In 
Crores) 
Sector 
1. UTI 
2. Public Sector 
3. Private Sector 
4. Total (1 to 3) 
Calendar year 
2004 
-1,487 
-1.262 
7,524 
4,775 
2005 
1,273 
4,446 
19,735 
25,454 
2006 
6,426 
12,229 
86,295 
1,04,950 
2007 
9,245 
8,259 
1,20,766 
1,38,270 
Source: SEBI(www. sebi. gov. in) 
In line with the rising trend in resources raised in the primary market, 
the net inflow of savings into mutual funds increased by over 30 per cent in 
2007 to Rs. 1,38,270 crore. The sharp increase in funds flowing into mutual 
funds during 2007 was partly due to buoyant equity markets and partly to 
efforts made by the Indian mutual funds to introduce innovative schemes. 
Income/debt-oriented schemes fared relatively better during the year 
compared to other schemes. The private sector mutual funds outperformed 
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the public sector mutual funds in terms of resource mobilization in 2007. The 
share of UTI and other public sector mutual funds in total amount mobilized 
gradually declined over the years to 17.8 per cent in 2006 and further to 12.7 
per cent in 2007."^ ^ 
3.13 Convergence of Accounting Standards and Increased 
Transparency 
"The growing number of Indian issuers whose stocks are listed and 
traded in US or European markets (and who must comply with the financial 
disclosure and corporate governance standards of those markets) has led to 
increasing acceptance of international disclosure requirements. Changes in 
SEBI regulation have also encouraged greater acceptance of international 
accounting standards in the Indian market. For example, SEBI has regularly 
upgraded its Listing Agreement requirements to bring them closer to 
international standards, most recently through new Clause 49 of the listing 
agreement. Starting in 2000, the ICAI adopted several new accounting 
standards that differ very little from International Financial Reporting 
Standards (IFRS). 
SEBI also adopted electronic reporting as well as electronic 
dissemination of financial reports and other issuer information in 2002. In 
2003, the Auditor's Report Order, under the Companies Act, set forth what an 
auditor's report must contain. In July 2007 the ICAI Council announced that it 
would move to full convergence with IFRS for accounting periods starting on 
or after April 1, 2011, for public interest entities, which include entities whose 
securities are publicly traded."^^ 
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3.14 Capital Market Reforms 
"India' economic growth has been robust with an average GDP growth 
rate of over 5.5% pa. for the last 20 years. However, despite several policy 
reforms the Indian stock market has gone nowhere since March, 1992. It is 
noteworthy that this excellent growth record has been achieved in the 
presence of very high and rising, real interest rates. The effect of economic 
reforms on the stock market has been nullified by these increasing, and high, 
real interest rates. Hence, the Indian stock market has gone nowhere since 
March, 1992. Given that growth has been accompanied by wide ranging 
reforms covering external, fiscal and financial sector, it would be logical to 
assume that the financial markets performance would have fully discounted 
the reform story in India by way of higher valuations."^^ 
"A no. of developments have taken place in the Indian capital market 
with the launching of financial reforms since July 1991.In the process capital 
market is being rebuilt some of the important developments that have taken 
place in the Indian market are as below. 
A. From July 1991 to 1995-96 
1. Setting up of securities and exchange board of India (SEBI) with 
autonomous power 'as a regulatory authority over various constituents 
of the capital market. 
2. Launching of over the counter exchange of India (OTCEI) a second-tier 
bourse permitting smaller companies to raise funds. 
3. CCI abolished and free pricing introduced. 
4. Insider trading made an offence. 
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5. New Industrial Policy and a packaging of measures to boost industrial 
investment announced by the government. 
6. Guidelines for disclosers and investor's protection issued. 
7. New guidelines issued for preferential offers, right and bonus shares. 
8. Minimum subscription for public issue has been raised. 
9. Proportionate allotment of shares for all public issue cleared by SEBI 
after January 1,1994 has been made mandatory. 
10. Capital adequacy norms for brokers announced : For brokers 
belonging to BSE and CSE minimum deposit required is Rs. 5 lakhs 
etc; for remaining stock exchanges Rs. 2 lakhs each. 
11. Rules relating to portfolio managers and mutual funds launched 
schemes to mobilize funds for investment. 
12. Relaxation in the provisions of Foreign Exchange Regulation Act, 1973 
(FERA) and MRTP Act, 1969. 
13. Foreign Institutional Investors (Flls) registered by SEBI and private 
placement of issue with (Flls). 
14. National Stock Exchange (NSE) began on line scrip less trading in 
India. 
15. Abolition of licensing system. 
16. Promoter required subscribing to at least 25 percent of equity in the 
class of instruments when more than one instruments is offered to the 
public. 
17. Indian companies have been permitted to float Global Depository 
Receipts, Euro Equity Issue, and Floating Rates of Interest Notes in 
various foreign countries. 
122 
Chapter-3 Performance of Indian Capital Market: An Assessment 
18. Clearance for foreign institutions and banks for their capital issues has 
been made mandatory. 
19. Full convertibility of Rupee on trade as well as on current account 
announced. 
20. Forward trading are banned and a new trading system called the 
'twine-track' system was introduced. 
21. Foreign equity investments of Multi-National Corporation (MNCs) 
increased to 51 percent of equity capital in their subsidiary companies 
in India. 
B. Capital Market Reform form April 1996 to March 2002 
The process of capital market reforms was carried fonward during 
1996-2002. A number of reforms, both in the primary as well as secondary 
markets for equity, debt and foreign institutional investment were made. The 
following are some of the important reforms made during this period: 
1. The depositaries act 1996was enacted in July 1996 and SEBI 
(depositories and participants) regulations, 1996 notified. 
2. To provide greater flexibility, SEBI gave up vetting of public issue 
documents. 
3. To encourage the development of debt market, debt issues not 
accompanied by an equity component permitted to be sold entirely by 
the book building" process subject to section 19(2) (b) of the securities 
contracts (regulations) Rules. 
4. Stock exchanges asked to modify the listing agreement to provide for 
the payment of interest by companies to investors from the 30th day 
after the closure of a public issue."^ ® 
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C. Capital Market Reform form April 2002 
1. RBI introduced Real Time Gross Settlement system (RTGS) in 2004. 
2. Mutual Funds have been allowed, vide notification dated 12tti January, 
2006, to float Gold Exchange Traded Fund schemes which have been 
are permitted to invest primarily in Gold and Gold related instruments, 
which have been defined as such instruments having gold as 
underlying, as are specified by SEBI from time to time. 
3. Investor Protection Fund: Budget announcement 2006-07- Fund under 
the aegis of SEBI, funded by fines and penalties recovered - set up by 
SEBI in June, 2007. 
4. Delisting Framework: The Securities Laws (Amendment) Act, 2004 
amended the SCRA to provide that a stock exchange may delist 
securities, after recording reasons therefore, on any of the grounds as 
may be prescribed in the rules. - Rules are proposed to be amended. 
5. Short selling -by Institutions- settled by delivery and securities 
lending and borrowing to facilitate delivery, by institutions announced in 
2007-08 budget- implementation under consideration of the 
Government in consultation with RBI and SEBI. 
6. Pan Mandatory: Budget announcement of 2007-08 PAN the sole 
identification number for all participants in the securities market - SEBI 
issued the necessary circular and the same came into force with effect 
from 2nd July, 2007. 
7. Foreign Investment in securities markets Infrastructure Companies 
Foreign Investment up to 49% has been allowed in infrastructure 
companies in the securities markets, viz. stock exchanges, 
124 
Chapter-3 Performance of Indian Capital Market: An Assessment 
depositories and clearing corporations, with separate Foreign Direct 
Investment (FDI) cap of 26% and Foreign Institutional Investment (Fll) 
cap of 23%.2^ 
8. ADR/GDR/FCCB-Foreign Capital Wlobillzation 1992-93 - allowed the 
Indian corporate sector to have access to global capital markets 
through issue of Foreign Currency Convertible Bonds (FCCBs)/Equity 
Shares under the Global Depository Mechanism. 
June, 2006- Government permitted unlisted companies to sponsor an 
issue of ADRs / GDRs. 
May 2007 -A Committee has been set up by Government to review 
the entire ADR/GDR policy with a view to streamlining 
FCCB/ADR/GDR procedures to enable Indian companies to have 
greater and smoother access to international capital markets."^° 
3.15 Primary Market Reforms 
"If investors are still wary of equities in the 1990s, to blame are the 
excesses in the primary market in the 1990s. Of the thousands of IPOs (initial 
public offerings) and offers for sale made between 1994 and 1996, less than a 
hundred were from companies with track record. Even in this shortlist, only a 
few managed to complete planned projects and deliver value to investors. The 
rest just frittered the money away. This should occasion no surprise as the 
primary market of the mid-1990s was merely used as a channel to move 
public funds into private hands. The Securities and Exchange Board of India 
(SEBI) was late to wake up to the excesses, but when it did, it improved the 
disclosure framework, tightened the prerequisites for an IPO, and towards the 
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end of the decade, introduced book-building. This route brought to market 
quality, wealth-creating IPOs such as Hughes Software, l-flex solutions, 
Maruti, Bharti Tele-Ventures, TV Today and Divi's Labs, to name a few. Yet 
the corporate sector has still not fully lived down the consequences of the 
excesses of the mid-1990s."^ ^ The developmental picture can be assessed 
with the following table: 
Table- 3.12 Mobilization of Resources through the Primary Market 
(Rs. in crores) 
Items 
A. Public issues 
@ (Prospectus & 
Public Sector 
Private Sector 
B. Private 
Public Sector 
Private Sector 
C. Euro Issues 
2004-05 
No. of 
issues 
59 
5 
54 
910 
193 
717 
12 
Amt. 
21,892 
8,410 
13,482 
83,405 
47,611 
35,794 
2,730 
2005-06 
No. of 
issues 
138 
7 
131 
1,112 
168 
944 
48 
Amt. 
26,940 
5,786 
21,154 
96,369 
55,164 
41,205 
11,352 
2006-07# 
No. of 
issues 
119 
1 
118 
1,195 
84 
1,111 
40 
Amt 
32,382 
782 
31,600 
1,03.1 
43,373 
59,796 
17,005 
#. For 'Private placement', data pertain to April-December, @. Excluding offer for sale, 
@@. Excluding FCCBs, Source: Estimates are based on information gathered from 
arrangers, Flls and SEBI. Source: Currency and Finance- an RBI Journal 2007-08 
3.16 Free-pricing Abused 
As controls over pricing of equity were abolished in 1992, prudence 
took a backseat as companies set about raising funds at fancy prices; the 
pricing was justified with helpful projections of profitability dished out even by 
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ICICI, IDBI, IFCI, Kotak Mahindra and Enam Securities leave alone the 
plethora of lesser-known investment banking outfits. The earnings projections 
were vastly out of tune with reality. There was no element of the risk of 
business cycle built into them; in many cases, it appeared as if the price had 
been fixed, and the revenue and earnings numbers generated to justify it. 
That the IDBI's stock traded at the offer price for just a couple of days over an 
eight-year period and, subsequently, well below that price, tells the tale of 
abuse of free-pricing. Not surprisingly, this put investors off; they had 
patronized such IPOs in a big way as the first few offers in the free-pricing 
mode — of IFCI, Bank of Baroda, Infosys and Satyam Computer — delivered 
value. Corporate greed was penalized, as investor apathy ensured that 
between 1998 and 2001, the number of IPOs/offers for sale could be counted 
on the fingers of one hand. 
3.17 A Colossal Misconception 
This period was also witness to a popular notion that equity was the 
cheapest source of the funding, as the premium element was perceived as 
carrying no cost. What companies failed to recognize in this process — they 
were also encouraged by investment banks seeking more IPO opportunities 
— was that their capital cost could only be the same as the investor's 
expected rate return. By assuming and assigning a zero-cost to the premium 
element, companies converted what is, inarguably, the most expensive 
source of finance to the cheapest one. This led to an overhang on equity 
across Corporate India, with funds being mobilized in the domestic and global 
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markets through the issuance of global depository receipts. As this 
understanding of the cost was not clued to reality, it soon fell apart. 
Capacity Overhang 
The primary market boom of the mid-1990s also ensured excess of a 
different kind: A fad for capacity creation across a range of commodities, with 
the possible exception of aluminum and copper. Cement and steel were good 
examples. Buoyed by high cement and steel prices, and expectations of 
consistent double-digit growth in demand that was attributed to liberalisation 
of the economy, several firms set up cement and steel capacities. 
Binani Zinc, Sanghi Polyester and the Rajan Raheja group and the 
DLF group (both cited backward integration to construction as the reason for 
their cement foray) set up large-sized cement units. Jindal Vijayanagar, Essar 
Steel, Bhushan Steel, Ispat Industries and Lloyds Steel completed the steel 
story. The effect of the overcapacity still exerts pressure on profitability. For 
instance, in cement, a better balance between demand and supply is 
expected only two years from now. 
This binge effectively ensured that even in the small number of 
companies where projects were implemented — without exception marked by 
time and cost-overrun — investors have had nothing to show by way of wealth 
accretion. Only the IPOs of the past two-and-half years have changed that. If 
the ongoing bullish phase is used to perpetrate excesses, the consequences 
would not be any different. Corporate India needs to walk a different path 
now, both for its sake as well as in the interest of investors."^^ 
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The capital markets remained buoyant during 2007. Relatively stable 
macroeconomic conditions as reflected in moderate rate of inflation, growth-
conducive interest rate situation, improved fiscal conditions and larger 
investor participation augured well for capital markets as measured in terms of 
volume and value of transactions. 
The Indian capital market attained further depth and width in business 
transacted during 2007. The Bombay Stock Exchange (BSE) Sensex, which 
had been witnessing an upswing since the latter part of 2003, scaled a high of 
20,000 marks at the close of calendar year 2007. The National Stock 
Exchange (NSE) Index rose in tandem to close above the 6,100 mark at the 
end of 2007. Both the indices more than tripled between 2003 and 2007, 
giving handsome yearly returns. Alongside the growth of business in the 
Indian capital market, the regulatory and oversight norms have improved over 
the years, ensuring a sound and stable market. 
The primary capital market grew in 2006 and 2007 after the set back of 
2005. The amounts raised and the number of new issues which entered the 
market increased in 2007. The total amount of capital raised through different 
market instruments during 2007 was 31.5 per cent higher than during 2006, 
which itself had seen a rebound of 30.6 per cent over the lows of 2005. 
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Table- 3.13 Resource Mobilization through Primary Market (Rs. In 
crores) 
Mode 
1. Debt 
2. Equity 
Of which, IPOs 
Number of IPOs 
Mean IPO size 
3. Private Placement 
4. Euro Issues 
Total (1 to 4) 
Calendar Year 
2004 
2,383 
33,475 
12,402 
26 
477 
93,506 
2,029 
131,393 
2005 
66 
30,325 
9,918 
55 
180 
83,812 
9,788 
123,991 
2006 
389 
32,672 
24,779 
75 
330 
117,407 
11,301 
161,769 
2007 
594 
58,722 
33,912 
100 
339 
1,11,838' 
41,567 
2,12,721 
Source: The Economic Sun/ey of India 2007-08, p-98 
Component-wise, private placement at Rs. 1,11,838 crore (up to 
November 2007) accounted for the major share during 2007. The total equity 
issues mobilized was Rs. 58,722 crore, of which Rs. 33,912 crore was 
accounted for by the Initial Public Offerings (IPOs). During 2007, the total 
number of IPOs issued was 100 as compared to 75 in the previous year. 
3.18 Secondary Market 
In the secondary market segment, the market activity expanded further 
during 2007-08 with BSE and NSE indices scaling new peaks of 21,000 and 
6,300, respectively, in January 2008. Although the indices showed some 
intermittent fluctuations, reflecting change in the market sentiments, the 
indices maintained their north-bound trend during the year. This could be 
attributed to the larger inflows from Foreign Institutional Investors (Flls) and 
wider participation of domestic investors, particularly the institutional 
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investors. During 2007, on a point-to-point basis, Sensex and Nifty Indices 
rose by 47.1 and 54.8 per cent, respectively. The buoyant conditions in the 
Indian bourses were aided by, among other things, India posting a relatively 
higher GDP growth amongst the emerging economies, continued uptrend in 
the profitability of Indian corporates, persistence of difference in domestic and 
international levels of interest rates, impressive returns on equities and a 
strong Indian rupee on the back of larger capital inflows. 
Amongst the NSE indices, both Nifty and Nifty Junior delivered record 
annual equity returns (current year-end index divided by previous yearend 
index multiplied by 100) of 54.8 per cent and 75.7 per cent, respectively, 
during the calendar year 2007 (Table-3.14). While Nifty gave compounded 
returns of 34.4 per cent. Nifty Junior recorded compounded returns of 38.4 
per cent per year between 2003 and 2007. 
Table-3.14 Closing Values of NSE Indices (Nifty 50 and Nifty Junior) the 
end of Month 
Months 
January 
February 
March 
April 1,903 
May 
June' 
July 
August 
September 
October 
November 
December 
Nifty 50 (Top 50 Stocks) 
2005 
2,058 
2,103 
2,036 
1,903 
2,088 
2,221 
2,312 
2,385 
2,601 
2,371 
2,652 
2,837 
2006 
3,001 
3,075 
3,403 
3,558 
3,071 
3,128 
3,143 
3,414 
3,588 
3,744 
3,955 
3,966 
2007 
4,083 
3,745 
3,822 
4,088 
4,296 
4,318 
4,529 
4,464 
5,021 
5,901 
5,763 
6,139 
Nifty junior 
2005 
4,248 
4,338 
4,275 
4,024 
4,365 
4,393 
4,919 
5,053 
5,304 
4,714 
5,342 
5,541 
2006 
5,883 
5,967 
6,412 
6,856 
5,827 
5,264 
5,335 
5,941 
6,510 
6,823 
6,967 
7,106 
2007 
7,268 
6,722 
6,878 
7,527 
8,023 
8,699 
8,850 
8,633 
9,821 
10,643 
11,432 
12,488 
Source: Complied from the Website of National Stock Exchange (www.nselndia.com) 
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The Table 3.14 is showing the value of Nifty 50 and Nifty junior at the 
end of the months from 2005 to 2007. It shows that both the indexes are with 
upward trends. The nifty 50 which was 2058 at the end of January 2005 went 
up to 6.139 at the end of December 2007.it is a clear indication that market 
has improved a lot and there was a huge inflow of funs in the market by all the 
investors. 
Graph-1 Movement of Indices of NSE and BSE 
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Source: The Economic Sun/ey, 2007-08, p-96 
The story of Nifty 50 and Nifty junios is also depicted in the above 
mentioned trend line. In terms of month-to-month movement, the NSE indices 
(Nifty and Nifty juniors) were subdued during February and August 2007, 
while they showed a rising trend during the rest of the year. 
Table- 3.15 Closing Value of Sensex and BSE 500 (at the end of the 
Month) 
Month 
January 
February 
March 
April 
Sensex 
2005 
6,556 
6,714 
6,493 
6,154 
2006 
9,920 
10,370 
11,280 
12,043 
2007 
14,091 
12,938 
13,072 
13,872 
BSE 500 
2005 
2,726 
2,826 
2,735 
2,611 
2006 
4,005 
4,130 
4,517 
4,830 
2007 
5,409 
4,938 
4,955 
5,311 
132 
Chapter-3 
May 
June 
July 
August 
September 
October 
November 
December 
6,715 
7,194 
7,635 
7,805 
8,634 
7,892 
8,789 
9,398 
Performance o) 
10399 
10,609 
10,744 
11,699 
12,454 
12,962 
13,696 
13,787 
14,544 
14,651 
15,551 
15,319 
17,291 
19,838 
19,363 
20,287 
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2,829 
2,928 
3,125 
3,273 
3,522 
3,199 
3,568 
3,796 
4,158 
4,030 
4,029 
4,424 
4,740 
4,957 
5,228 
5,271 
5,647 
5,781 
6,063 
5,950 
6,774 
7,785 
7,866 
8,592 
Source: Compiled from the Website of Bombay Stock Exchange for a period from 2004 -
2007 at month end (www.bseindia.com) 
The BSE Sensex (top 30 stocks) too echoed a similar trend (Table 
3.15). The sell-off in Indian bourses in August 2007 could partly be attributed 
to the concerns on the possible fallout of the subprime crisis in the West. 
While the climb of BSE Sensex during 2007-08 so far was the fastest ever, 
the journey of BSE Sensex from 18,000 to 19,000 mark was achieved in just 
four trading sessions during October 2007. It further crossed the 20,000 mark 
in December 2007 and 21,000 in an intra-day trading in January 2008. 
However, BSE and NSE indices declined subsequently reflecting concerns on 
global developments. BSE Sensex yielded a compounded return of 36.5 per 
cent per year between 2003 and 2007. In terms of simple average, BSE 
Sensex has given an annual return than 40 percent during the last three BSE 
500 recorded compounded annual of 38 per cent between 2003 and 2007. 
3.19 Liquidity in the Market 
"The term 'liquidity 'refers to the ability of the market to buy or sell 
securities. Two measures are generally used to measure liquidity. They are 
turnover (total value traded) in the stock market as a ratio of; (i) GDP; and (ii) 
stock market capitalisation. The second measure is also called turnover ratio. 
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High turnover ratio is associated with low transaction cost. It also denotes the 
degree of activity on a stock market. Thus, a small but active stock market 
has a small size but a high turnover ratio "33 
Table 3.16- Equity Returns, Volatility, Market Capitalization & P/E Ratio 
Index 
Nifty: 
Returns (per cent) 
End-year market capitalization (Rs. Cr.) 
Daily volatility ^  
End-year P/E 
Nifty Junior; 
Returns (per cent) 
End-year market capitalization (Rs. Cr.) 
Daily volatility ^  
End-year P/E 
BSE Sensex: 
Returns (per cent) 
End-year market capitalization (Rs. Cr.) 
Daily volatility ^  
End-year P/E 
BSE 500: 
Returns (%) 
End-year market capitalization (Rs. Cr.) 
Daily volatility ^ 
End-year P/E 
Calendar year 
2004 
10.7 
9,02,831 
1.73 
15.32 
30.8 
1,65,444 
1.94 
14.19 
13.1 
7,35,528 
1.6 
17.1 
17.5 
15,80,762 
1.8 
15.2 
2005 
36.34 
13,50,394 
1.11 
17.07 
24.43 
2,18,575 
1.22 
17.11 
42.3 
12,13,867 
1.1 
18.6 
36.6 
22,81,579 
1.1 
17.5 
2006 
39.83 
19,75,603 
1.64 
21.26 
28.24 
3,33,693 
1.96 
21.78 
46.7 
17,58,865 
1.6 
22.8 
38.9 
33,36,509 
1.6 
20.2 
2007 
54.77 
35,22,527 
1.60 
27.62 
75.73 
6,43,625 
1.71 
26.48 
47.2 
28,61,341 
1.5 
27.7 
63.0 
64,70,881 
1.5 
29 1 
Source: National Stock Exchange and Bombay Stock Exchange. ^ Standard deviation values. 
In the above mentioned table the Returns (in terms of per cent), End-
year market capitalization (Rs. Cr.), Daily volatility and end year P/E ratio has 
improved a lot if it is compared with the figure from 2004 to 2007. As the stock 
indices scaled new highs, investors' wealth as reflected in market 
capitalization also rose correspondingly. The market capitalization in India 
nearly doubled in 2007. The markets were more stable in 2007 as measured 
by the standard deviation of daily volatility of the Indian indices as compared 
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to the previous year (Table 16). The price-to-earnings (P/E) ratio, which partly 
discounts future corporate earnings reflecting investors' expectations of 
corporate profit, was higher at around 27 by end-Decennber 2007 as 
compared to around 21 at end-December 2006. 
The price of a security depends largely on demand and supply 
conditions and is influenced by the impact cost and liquidity. The liquidity and 
the impact cost are inversely related. While the impact cost for purchase or 
sale of Rs. 25 lakh for Nifty Junior portfolio improved marginally over the 
years to 0.14 per cent during 2007, for the Nifty portfolio, it remained stable at 
0.08 per cent during the last few years (Table 3.17). 
Table 3.17 Equity Spot Market liquidity: Impact Cost (Percent) 
Portfolio 
Nifty impact cost 
at Rs. 50 lakh 
Nifty Junior 
impact 
cost at Rs. 25 
Calendar year 
2002 
0.12 
0.41 
2003 
0.10 
0.32 
2004 
0.09 
0.31 
2005 
0,08 
0.16 
2006 
0.08 
0.16 
2007 
0.08 
0.14 
Source: The Economic Survey of India. 2007-08, p-97 
3.20 Turnover in Cash and Derivatives Segment of NSE and BSE 
The turnover of the spot and derivatives market of NSE and BSE 
continued to show an upward trend. During 2007, NSE and BSE spot market 
turnover showed a rise of over 60 per cent and 47 per cent, respectively, over 
the previous year. In respect of NSE and BSE derivatives, the increase was 
around 70 per cent and 200 percent, respectively. The spot market turnover 
(one-way) for NSE and BSE (together) amounted to Rs. 45,08,709 crore. In 
the derivatives market, the NSE and BSE turnover added up to Rs. 
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1,21,60,701 crore during 2007, showing a quantum growth over the previous 
year. During 2007, as a proportion of market capitalization of Nifty, the 
turnover in NSE spot and derivative markets were 87.8 per cent and 339 per 
cent, respectively. The turnover in BSE spot and derivatives accounted for 22 
per cent and 3 per cent, respectively, of market capitalization of BSE 500. 
Table 3.18 Market Turnover in NSE and BSE Spot as well as in 
Derivatives Segment (Rs. in Crores) 
Market 
NSE Spot 
BSE Spot 
NSE Derivatives 
BSE Derivatives 
Calendar year 
2004 
11,70,298 
5,33,483 
25,86,738 
19,173 
2005 
18,88,112 
7,01,025 
39,26,843 
1,965 
2006 
19,16,227 
9,61,653 
70,46,665 
18,071 
2007 
30,93,982 
14,14,727 
1,19,40,877 
2,19,824 
Source: NSE and BSE websites. 
Table 3.19 Trends in Stock Market in Relation to Turnover, Volatility, 
Market Capitalisation and P/E ratio (April- March) 
Item 
Average BSE 
SENSEX/NIFTY 50 
Volatility(Coefficient of 
variation) 
Turnover(Rs. Crore) 
Market Cap at the end (Rs. 
Crore) 
Market cap as % of GDP 
BSE 
2005-06 
8,280 
16.72 
8,16,074 
30,22,191 
84.7 
2006-07 
12,277 
11.09 
9,56,185 
35,45,041 
86.5 
NSE 
2005-06 
2,513 
15.60 
15,69,556 
28,13,201 
78.9 
2006-07 
3,572 
10.36 
19,44,645 
33,67,350 
82.1 
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P/E ratio (end period) 20.92 20.33 20.26 18.40 
Source: BSE and NSE 
3.21 Volatility in Indian Capital Market 
Volatility of financial market returns is best understood as the variability 
of asset prices and it is approximated by the variance of the time-series of 
prices. Volatility in any asset market is induced by changes in investor 
expectations due to flow of new information to the relevant market at different 
points of time. Such news may be macroeconomic or sector specific such as 
changes in growth rates, inflationary and interest rate expectations, foreign 
investors' and mutual funds' investment trends, government policies; news 
could also be company specific such as quarterly/annual reports, dividend 
declarations, administrative changes or disinvestments, mergers, etc. A good 
understanding of the origins and drivers of own-market and cross-market 
volatility is extremely important for both investors and policy makers in any 
asset market. Understanding the volatility process is important because, the 
variance of price changes is found to be directly related to the rate of 
information flow into the relevant market. A good model of volatility (providing 
accurate forecasts) is extremely useful as volatility is used to measure the 
associated risk and consequently, market risk management, portfolio 
optimization and option pricing strategies all depend on precise volatility 
estimates. Again it is common knowledge that volatility in one asset market 
invariably spills over or is transmitted to other asset markets. This is true of 
national markets for stocks, real estate, bonds and exchange rates and is also 
often true of international assets of the same category, the most important 
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instance being an equity market disturbance in the US causing higher volatility 
across many global stock markets. 
"Volatility most frequently refers to the standard deviation of the 
continuously compounded returns of a financial instrument with a specific time 
horizon. It is often used to quantify the risk of the instrument over that time 
period. Volatility is typically expressed in annualized terms, and it may either 
be an absolute number ($5) or a fraction of the mean (5%). Volatility can be 
traded directly in today's markets through options and variance swaps. 
For a financial instrument whose price follows a Gaussian random 
walk, or Wiener process, the volatility increases as time increases. 
Conceptually, this is because there is an increasing probability that the 
instrument's price will be farther away from the initial price as time increases. 
However, rather than increase linearly, the volatility increases with the square-
root of time as time increases, because some fluctuations are expected to 
cancel each other out, so the most likely deviation after twice the time will not 
be twice the distance from zero." '^' 
More broadly, volatility refers to the degree of (typically short-term) 
unpredictable change over time of a certain variable. It may be measured via 
the standard deviation of a sample, as mentioned above. However, price 
changes actually do not follow Gaussian distributions. Better distributions 
used to describe them actually have "fat tails" although their variance remains 
finite. Therefore, other metrics may be used to describe the degree of spread 
of the variable. As such, volatility reflects the degree of risk faced by someone 
with exposure to that variable. 
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Historical volatility (or ex-post volatility) is the volatility of a financial 
instrument based on historical returns. This phrase is used particularly when it 
is wished to distinguish between the actual volatility of an instrument in the 
past, and the current (ex-ante, or forward-looking) volatility implied by the 
market. 
Volatility for Market Players 
Volatility is often viewed as a negative in that it represents uncertainty 
and risk. However, volatility can be good in that if one shorts on the peaks, 
and buys on the lows one can make money, with greater money coming with 
greater volatility. The possibility for money to be made via volatile markets is 
how short term market players like day traders hope to make money, and is in 
contrast to the long term investment view of buy and hold. In today's markets, 
it is also possible to trade volatility directly, through the use of derivative 
securities such as options and variance swaps. 
Volatility Versus Direction 
Volatility does not imply direction. (This is due to the fact that all 
changes are squared.) An instrument that is more volatile is likely to increase 
or decrease in value more than one that is less volatile. 
"It is clear that the capital market reforms since 1992-93 have 
contributed to a large extent in boosting the size and liquidity in the capital 
market. Further, infrastructure improvements in the stock market like the 
introduction of a screen based on-line trading system by several stock 
exchanges, the commencement of on-line trading on the National Stock 
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Exchange (NSE) in 1994, the setting up of National Securities Clearing 
Corporation (NSCC) in 1996 or re-introduction of carry forward system in a 
modified form on the Bombay Stock Exchange (BSE) in 1996, the setting up 
of depositories in India, and the introduction of trading in financial derivatives 
in 1998-99, have all contributed significantly to re-structure the functioning of 
the stock market and in reducing speculation. On the other hand, investments 
by the Flls since 1992 have affected the stock market behaviour and 
increased the volatility of asset prices at least in the short-run. The net annual 
impact on the volatility of stock prices is shown in Table 3.20. 
Table 3.20: Volatility in BSE Sensitive index (Based on the monthly 
average of BSE Sensex) 
Year 
Coefficient 
of 
Variation 
1992-
93 
15.37 
1993-
94 
23.61 
1994-
95 
9.06 
1995-
96 
5.51 
1996-
97 
8.59 
1997-
98 
7.1 
1998-
99 
11.7 
2005-
06 
16.72 
2005-
06 
11.09 
2005-
06 
15.60 
2006-
07 
10.36 
Source: Compiled from different Sources of BSE, SEBI and The Economic Sun/ey, of India 
It is clear from the Table 3.20, that volatility in stock prices based on 
BSE SENSEX for the companies listed on the BSE declined in the first few 
years after the initiation of economic reforms in 1991-92 until 1995-96. But it 
has been showing an increasing trend since then."^^ 
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Graph-2 S&P CNX NIFTY 50 Movements from 2000 - 2007 March end 
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Graph-3 S&P CNX NIFTY Dally Return from 2000 - 2007 March 
end 
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Table 3.21 S&P CNX NIFTY Annual Volatility 
Year 
Volatility 
31-
Dec-00 
1.95% 
31-
Dec-01 
1.63% 
31-
Dec-02 
1.06% 
31-
Dec-03 
1.23% 
31-
Dec-04 
1.76% 
31-
Dec-05 
1.11% 
31-
Dec-06 
1.65% 
31-
Dec-07 
1.60% 
Source: Compiled from the Website ofNSE I www.nseindla.comj 
Graph-4 S&P CNX NIFTY Average Daily Volatility 
S&P CNX Nifty Daily Volatility 
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Source: Depicted on the basis of Table-3.21 
The Table 3.21 reveals the volatility in the market on daily basis as well 
as on yearly basis. Further, it has been represented in graphical form. At the 
end of the year 2000, the volatility was 1.95% and slowly came down to 
1.23% at the end of the year 2003 again it rose and again it came down. At 
the end of the year 2007 it was 1.6%. 
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Table 3.22 - Qualitative Comparison of Indian Securities Markets 1992-
2007 
Feature 
Regulation 
Regulator 
Capital Market 
Access by 
Companies 
Organization 
of exchanges 
Management 
of exchanges 
Membership 
pattern of 
exchanges 
Pricing of 
issues 
Issue Process 
Trading 
mechanism 
1992 
Information disclosures in 
Indian Companies Act, 
Issue provisions in Capital 
Issues (Control) Act, 
Trading regulations in 
Securities Contract 
Central Government 
Departments 
Controlled by CCI 
Association of persons W]\h 
limited or unlimited liability 
Boards made up of 
members and few public 
representatives 
Dominated by individuals 
who inherit memberships. 
Determined by CCI 
Limited institutional 
participation. Retail 
distribution by brokers and 
Floor based open outcry 
system 
Description 
2007 
Securities Contract Regulation Act is 
administered by SEBI. SEBI has a range of 
regulations covering various aspects of the 
capital markets. 
SEBI 
Free access subject to compliance with 
Disclosure and investor protection guidelines 
of SEBI 
Corporate structure 
Demutualised format with management that 
is independent of membership 
Increased share of institutional members. 
Membership on the basis of capital adequacy 
requirements. 
Determined by the market forces. Book 
building process with red herring prospectus. 
Separate subscriptions by institutional and 
retail investors 
Screen based electronic open order book 
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Trading hours 
Execution of 
trades 
Concentration 
of trades 
Access to 
markets 
Price 
information 
Brokerage 
Settlement of 
trades 
Custody of 
Securities 
Trade 
confirmation 
and pay-
Payment 
mechanism 
Delivery of 
securities 
11 am to 2pm 
Through market makers 
BSE and Mumbai 
Through broker offices and 
telephone Internet Access 
to broker networks 
Electronic display within 
exchanges. End of day 
prices published 
Included and grossed into 
price (gala). Estimated at 
3.5% -4% 
Batch settlement. 15-day 
account periods. Settlement 
cycle completion in 21 
days. 
Physical holding in lockers 
Bilateral end-of-batch 
process. Several trades fell 
into objections' (Vanda). 
Cheques 
Physical form 
10 am to 3.30 pm 
On-line anonymous execution 
Wider geographical spread of trading. 
Dominated by NSE terminals 
Through broker offices and telephone 
Internet Access to broker networks 
Real time dissemination of prices through 
multiple electronic and media channels 
Separately disclosed. Estimated at 0.50% for 
retail 0.10% for institutional investors 
Rolling Settlement. T+2 cycles 
Electronic holding with custodians 
Straight through processing and electronic 
confirmation of pay-in and pay-out. 
Electronic Fund Transfer 
Demat form 
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Transfer of 
ownership in 
books 
Counter party 
risk 
Derivatives 
Risk 
Management 
Executed through physical 
transfer of documents, 
along W\[h transfer deeds. 
High. Incidence of bad 
delivery and fraudulent 
transfer high. 
Forward trading in 
indigenous form, known as 
badla. Counter party risk 
high due to low levels of 
Ad hoc margining system 
imposed by exchanges. 
Executed through Demat accounts 
implemented electronically. 
Eliminated through Clearing corporation and 
settlement guarantee funds. 
Futures and options in securities and index. 
Clearing corporation eliminated counterparty 
risk. 
VaR based margins computed using risk 
management systems, multiple times of the 
day. 
Sources: Compiled from the Websites of SEBI, NSE, BSE and various articles 
The Table 3.22 briefly Indicates some of the qualitative changes took 
place and operations of India's capital market between 1992 and 2007. The 
Table 3.22 clearly indicates that Indian Capital Market has gone tremendous 
changes qualitatively as well as quantitatively. All these changes were the 
result of the opening up of the Indian Capital Market. 
3.22 Creating New Financial Instruments: The Derivatives Market 
Of the many achievements in the Indian capital market over the past 15 
years, the most sudden, recent, and dramatic is the development of the 
derivatives market. It has catapulted the market to new levels of sophistication 
and maturity. Derivatives trading in India began in June 2000, with trading in 
stock index futures contracts. By the fourth quarter of 2001, each of India's 
two largest exchanges had four equity-denvative products: futures and 
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options for single stocks, and futures and options for their respective stock 
indices. By June 2007, derivatives trading liad surged. During the seven years 
since June 2000, the NSE has become the largest exchange in single stock 
futures in the world, and by June 2007, it ranked fourth globally in trading 
index futures, a sign of an evolving and maturing market. 
3.23 Developing the Mutual Fund Industry 
"The blossoming of the mutual fund industry in many ways parallels 
that of India's exchanges and derivatives market. Indian mutual funds started 
as a public sector monopoly. They lacked transparency, trained salesmen, 
and accountability, and eschewed many essential investor protections. India's 
mutual fund industry has now become a robust, transparent, well-regulated, 
professionally managed industry that offers a wide variety of mutual fund 
products and trained, tested, and certified sales representatives. To a large 
degree, as in the case of India's exchanges, its asset management 
companies have strong global ties; are well-informed and professional;"^^ 
Growth determinants in India: 
1. As Financial institutional investors plays a vital role in the capital market 
funds and it is a fact that no FII'S is long term oriented and really have a 
concurrent opinion of investing in the core sectors of the economy and 
their ultimate motto is to gain more profits in short term, this makes the 
Firs to with draw their funds all of sudden when there is a chance of 
comparatively more profits in other capital markets. Quite a number of 
occasions it has created a situation of panic in Indian capital markets, but 
with the timely involvement of Government, RBI and SEBI (which are the 
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directive bodies to capital markets in India), the capital markets have 
come up from the disastrous situations. Foreign Institutional Investors' 
(Flls) net investment in the Indian stock markets in calendar year 2005 
crossed US$ 10 billion in the 2005 calendar, the highest ever by the 
foreign funds in a single year after Flls were allowed to make portfolio 
investments in the country's stock markets in the early 90s. India's 
popularity among investors can be gauged from the fact that the number 
of Flls registered with SEBI has increased from none in 1992-93 to 528 in 
2000-01 to 803 in 2005-06. In 2005 alone, 145 new Flls registered 
themselves, taking the total registered Flls to 803 (as on October 31, 
2005) from 685 in 2004-05. A number of these investors are Japanese 
and European funds aiming to cash in on the rising equity markets in 
India. In addition, there was increased registration by non-traditional 
countries like Denmark, Italy, Belgium, Canada and Sweden. India has 
the third largest investor base in the world. India has one of the world's 
lowest transaction costs based on screen based transactions, paperless 
trading and a T+2 settlements cycle. India has the distinction of consistent 
returns from the equities. Indian equities are highest across emerging 
Asia for the fiscal year (April 2005-March 2006). The returns from Indian 
equity markets have been far ahead of other emerging markets such as 
Mexico (52%), Brazil (43%) or gulf co-operation council (GCC) economies 
such as Kuwait (26%). Indian equities have delivered the highest returns 
in the world. 
2. The Price Earning Ratios of the companies were always in a positive 
direction and rapid increase has been observed over a period of time. 
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3. The levels of inflation were staying at a comfortable level. 
4. The incorporation of SEBI (1992) various practices have been devised 
and the companies are being asked to comply with strict, stringent 
measures of corporate governance and the levels of disclosure are raised 
to a huge extent. 
a. Previously there was no compulsion for QIB's to deposit any amount at 
the time of subscribing for an IPO. But with a recent amendment of SEBI, 
now it is must to deposit 10% of the total subscription quoted in advance, 
which leads to reduce the level of defaults of QIBs in IPOs. 
b. With effect from 1st April 2003, the activity settlement cycle scheduled in 
the stock markets has been shortened to T+2 days. 
c. In addition to provide quarterly, half yearly, annual results the companies 
are now bound to get revised their accounts half yearly by auditors or 
CAs. SEBI has made required changes to the listing agreement to bring 
this directive into affect. 
d. Not only getting their accounts revised, the promoters of the companies 
should also disclose details of their holding on a continuous basis to 
investors through a website for which SEBI has considered creating an 
EDGAR DATABASE for the Indian market and is going into disclosure of 
capital market related data on its website. 
Investor's protection bill: When there was a boom seen in the Indian capital 
market, number of companies have collected funds from the investors through 
capital markets and vanished in no time. In order to protect the small investor 
from this kind of vanishing companies SEBI has drafted a bill clarifying the 
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role of the "Department of Company Affairs" and acquiring the power to debar 
the directors and trace and attach the assets of those companies. 
Net broking: With affect from March 2000 SEBI framed guidelines to start 
Internet broking on Indian securities, which could increase the transparency in 
the operations, and reduce flaws and loopholes in the transactions of Indian 
capital markets. 
Investor's protection fund: The government of India has notified the 
establishment of investor protection fund in October 2001 under sec 205c of 
the Companies Act, according to which a fund will be created with amounts 
such as amounts in unpaid dividend accounts of companies etc, which have 
remained, unclaimed and unpaid for 7 years from the date they became due 
for payment. The creation of this fund shows that the Indian capital markets 
have reached to a sustainable level ensuring the investors to get back their 
investments in case of any default of the companies. 
Scam pertaining to Indian capital market: Number of government norms 
and legislations had been imposed for keeping the market free from trickery 
and deception. In spite of these norms and regulations Indian capital markets 
could not be perfectly sterilized from scams, even then their performance is 
quite noticeable and the market has really boosted up. Various measures 
have been taken up and policies have been framed from time to time to 
contain these scams and to reoccur in future. In spite of these scams, the 
markets stood at a comfortable level and in fact have been positive in nature, 
which can be said as a symbol of sustainability. 
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Benchmark: As it is a known fact that in India SENSEX is considered as the 
yardstick of the capital market, and the following observations speak about 
the growth and sustainability of the capital markets in India. 
Table- 3.23 Journey of SENSEX towards the Pinnacle (From 1000 to 
21000 points) 
Points 
1000 
2000 
3000 
4000 
5000 
6000 
7000 
8000 
9000 
10000 
11000 
12000 
13,000 
14,000 
15,000 
16,000 
17,000 
18,000 
19,000 
20,000 
21,000 
From the Table 3.23, it can be observed that the time being taken to 
rise from thousand to thousand is getting reduced at a great pace. Even 
though huge sea-saws are being seen, the index is gaining in a remarkable 
manner, and on and over the time it resembles the Sustained position. 
"The stock markets attained further depth and width during 2007, says 
the Economic Survey 2007-08. The benchmark 30-stock BSE Sensex scaled 
a high of 20,000-mark at the close of calendar year 2007 and NSE Index rose 
Month, date 
July 25 
Jan 15 
Feb 29 
March 30 
Oct 8 
Feb 11 
June 20 
Septs 
Nov 28 
Feb 6 
March 21 
April 20 
October 30 
December 6 
July 6 
September 19 
September 26 
October 9 
October 15 
December 11 
January 8 
Year 
1990 
1992 
1992 
1992 
1999 
2000 
2005 
2005 
2005 
2006 
2006 
2006 
2006 
2006 
2007 
2007 
2007 
2007 
2007 
2007 
2008 
Source: Collected from NSE and BSE websites. 
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to close about 6100-mark. Both the indices got tripled between 2003 and 
2007. The total amount of the capital raised through different instruments in 
the primary market was 31.5 per cent higher in 2007 compared to 2006. 
Component wise: 
• Private placement at Rs1,11,838 crore up to November 2007 
accounted for the major share during 2007. 
• The total equity issues mobilized Rs58,722 crore, of which 
Rs33,912 crore was accounted for by initial public offerings. 
• During 2007, the total number of IPOs issued was 100 as compared 
to 75 in the previous year. 
• Net flow of savings into mutual funds increased by over 30 per cent 
in 2007 to Rs138,270 crore. Of this 1,20,766 crore was in Private 
Sector, 8,259 in the public sector and Rs.9245 crore in UTI funds. 
During 2007-08 the secondary market rose on a point-to-point basis 
with the Sensex and Nifty rising by 47.1 and 54.8 per cent respectively. 
Amongst NSE indices, both Nifty and Nifty Junior delivered record annual 
equity returns of 54.8 per cent and 75.7 per cent respectively during the 
calendar year. BSE Sensex yielded a compounded return of 36.5 per cent 
between 2003 and 2007. Sensex has given an annual return of over 40 per 
cent during the last three years. 
Market capitalization in India nearly doubled in 2007: 
• The BSE 500 capitalized to Rs64,70,881 crore up from 
Rs33,36,509 crore in 2006 . 
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• BSE Sensex capitalized to Rs28,61,341 up from Rs. 17,58,65 
crore in 2006. 
• Nifty to Rs35,22,527 crore from Rs19,75,603 crore and 
• Nifty Junior to Rs6,43,623 crore, from Rs.3,33,693 crore. 
• The price to earnings (P/E) ratio was higher at around 27 by end 
December, 2007 as compared to 21 in the previous year." '^' 
Tabie-3.24 - Business Growth in Capital Market Segment 
Year 
2007-2008 
2006-2007 
2005-2006 
2004-2005 
2003-2004 
2002-2003 
2001-2002 
2000-2001 
1999-2000 
1998-1999 
1997-1998 
1996-1997 
1995-1996 
1994-1995 
No of 
Comp 
anies 
listed* 
1,381 
1,228 
1,069 
970 
909 
818 
793 
785 
720 
648 
612 
550 
422 
135 
No. of 
Comp 
anies 
permit 
ted* 
1 
18 
107 
197 
320 
479 
609 
745 
934 
847 
543 
No. of 
Compani 
es 
available 
for 
trading* 
1,236 
1,084 
929 
839 
787 
788 
890 
1,029 
1,152 
1,25^ 
1,357 
1,484 
1,269 
678 
No. of 
trading 
days 
251 
249 
251 
253 
254 
251 
247 
251 
254 
^ 2 5 1 
244 
250 
246 
102 
No. of 
securitie 
s traded 
# 
1,264 
1,191 
956 
870 
804 
899 
1,019 
1,201 
-
No. of 
trades 
(lakh) 
11,727 
7,846 
6,088 
4,510 
3,780 
2,398 
1,753 
1,676 
984 
546 
381 
264 
66 
3 
Traded 
Quantity 
(lakh) 
1,498,469 
855,456 
844,486 
797,684 
713,301 
364,065 
278,408 
329,536 
242,704 
165,327 
135^685 
135,561 
39,912 
1,391 
Source: compiled from ttie websites www.nseindia.com,www.bseindia.com 
and www.sebi.gov.in 
* At the end of the period. No of companies available for trading excludes suspended companies. 
# w.e.f. January 2005, No. of securities are provided instead of Number of Companies. 
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Table-3.25 - Business Growth in Capital Market Segment 
Year 
2007-2008 
2006-2007 
2005-2006 
2004-2005 
2003-2004 
2002-2003 
2001-2002 
2000-2001 
1999-2000 
1998-1999 
1997-1998 
1996-1997 
1995-1996 
1994-1995 
Turnover 
(Rs.cr) 
3,551,038 
1,945,285 
1,569,556 
1,140,071 
1,099,535 
617,989 
513,167 
1,339,510 
839,052 
414,474 
370,193 
294,503 
67,287 
1,805 
Avg. 
Daily 
Turnove 
r (Rs.cr) 
14,148 
7,812 
6,253 
4,506 
4,328 
2,462 
2,078 
5,337 
3,303 
1,651 
1,520 
1,176 
276 
17 
Average 
Trade 
Size 
30,281 
24,793 
25,781 
25,279 
29,088 
25,771 
29,274 
79.923 
85,270 
75,911 
97,164 
111,895 
101,950 
60,167 
Demat 
Securitie 
s Traded 
1,498,469 
855,456 
844,486 
797,684 
713,301 
364,049 
277,717 
307,222 
153,772 
8,542 
Demat 
Turnover 
3,551,038 
1,945,285 
1,569,556 
1,140,071 
1,099,535 
617,984 
512,866 
1,264,337 
711,706 
23,818 
Market 
Capitaiisat 
ion 
(Rs.cr)* 
4,858,122 
3,367,350 
2,813,201 
1,585,585 
1,120,976 
537,133 
636,861 
657,847 
1,020,426 
491,175 
481,503 
419,367 
401,459 
363,350 
Source: compiled from the websites www.nseindia.com,www.bseindia.com and 
www.sebi.gov.in 
* At the end of the period. No of companies available for trading excludes 
suspended companies. 
# w.e.f. January 2005, No. of securities are provided instead of Number of 
Companies. 
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The Tables -3.24 A and 3.24 B reveal number of companies listed 
during the year 1994-95 were 135 and reached to 1,381 during 2007-08. The 
number of companies permitted, number of companies available for trading. 
No. of trading days, No. of securities traded etc are mentioned. The number of 
trades (in terms lakh) were 3 only in 1994-95 and reached to 11,727 (in terms 
lakh) in 2007-08 and Traded Quantity (in terms lakh) was 1,391 during the 
financial year 1994-95 and reached to 1,498,469 in 2007-08. It proves that the 
equity market has really achieved some milestone after liberalization. Again 
both the tables reveals, Turnover which was 1,805 (Rs.cr) in 1994-95 and 
reached to 4,858,122 in 2007-08. The average Daily Turnover was as low as 
17(Rs.cr) In 1994-95 and reached to14,148 in 2007-08. Average Trade Size 
used to be of Rs.60,167 in 1994-95 and went to 30,281 in 2007-08 which is a 
clear indication that small investors have penetrated in the market. The Demat 
Securities Traded (lakh) was 8,542 in 1998-99 and reached to 1,498,469 in 
2007-08. The Demat Turnover was 23,818 in 1998-99 and went 3,551,038 in 
2007-08. The most important thing Market Capitalisation (Rs.cr) was 363,350 
in 1998-99 and went 4,858,122in 2007-08. All these are clearly indicating that 
after liberalization, the major indicators representing the market have 
improved in liberalized era of India. 
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Table -3.26 Story of SENSEX for the Period from 1991 to 2008 
Year 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
2008 
Open 
1,027.38 
1,957.33 
2,617.78 
3,436.87 
3,910.16 
3,114.08 
3,096.65 
3,658.34 
3,064.95 
5,209.54 
3,990.65 
3,262.01 
3,383.85 
5,872.48 
6,626.49 
9,422.49 
13,827.77 
20,325.27 
High 
1,955.29 
4,546.58 
3,459.07 
4,643.31 
3,943.66 
4,131.22 
4,605.41 
4,322.00 
5,150.99 
6,150.69 
4,462.11 
3,758.27 
5,920.76 
6,617.15 
9,442.98 
14,035.30 
20,498.11 
21,206.77 
Low 
947.14 
1,945.48 
1,980.06 
3,405.88 
2,891.45 
2,713.12 
3,096.65 
2,741.22 
3,042.25 
3,491.55 
2,594.87 
2,828.48 
2,904.44 
4,227.50 
6,069.33 
8,799.01 
12,316.10 
12,514.02 
Close 
1,908.85 
2,615.37 
3,346.06 
3,926.90 
3,110.49 
3,085.20 
3,658.98 
3,055.41 
5,005.82 
3,972.12 
3,262.33 
3,377.28 
5,838.96 
6,602.69 
9,397.93 
13,786.91 
20,286.99 
15,049.86 
Price/ 
Earnin 
gs 
22.30 
36.19 
31.78 
45.45 
23.63 
16.07 
14.45 
13.00 
17.35 
24.48 
17.60 
15.22 
15.02 
17.26 
16.21 
20.18 
22.25 
20.36 
Price/ 
Book 
value 
3.58 
6.35 
4.81 
6.07 
3.81 
3.02 
2.80 
2.25 
3.07 
3.81 
2.51 
2.30 
2.49 
3.28 
3.94 
4.75 
5.32 
4.84 
Divid 
end 
Yield 
1.24 
0.80 
0.98 
0.68 
1.13 
1.50 
1.53 
1.80 
1.38 
1.14 
1.83 
2.14 
2.14 
2.01 
1.58 
1.35 
1.10 
1.09 
Source: Compiled from the Website www.bseindia.com 
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The Table 3.25 clearly reveals that the capital market has achieved 
milestones since 1991 in terms of stock indexes which was closed at 1,908.85 
at the end of 1991 and reached to 15,049.86 at the end of 2008 ( march). 
Similarly P/E ratio, Price /Book value ratio and Dividend/ yield ratio have also 
been presented from the year 1991 to 2008. 
3.24 Conclusion 
India's capital market has come a long way since economic reforms 
began in early 1990s. Transaction costs have come down considerably and 
now are less than the average in developed markets. There are several areas 
where the market still falls short of international benchmarks. Less than one-
fifth of equity is owned by retail investors. In a country of over 1 billion people, 
less than 25 million individuals participate directly or indirectly in the market. 
We have experienced a lot of improvements in the capital market in regard to 
liquidity, profitability, marketability and turnover. It is the duty of the 
Government of India along with SEBI, to take necessary steps to provide 
growth and development to the market in long run. The protection of the 
interest of the small investors should be the priority of the concerned 
authorities to build the confidence of the investors. The performance of the 
Indian Capital Market can properly be assessed after comparing the growth 
and development of the Capital Market with the Capital Markets of some of 
the emerging economies which has been assessed in the next chapter. 
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Chapter-4 Indian Capital Market Vis-a-VIs Global Capital Markets 
4.1 Introduction 
"Global financial integration refers to financial liberalisation and the 
Increasing integration of the domestic financial market with the world financial 
markets. With financial integration, developing countries have become 
increasingly attractive destinations for international investors who are seeking 
a higher return than what is available in the developed economies while 
diversifying their risk. A correlation between the returns for different asset 
classes is the core variable that influences portfolio risk. According to the 
portfolio theory, assets with low correlation between their returns significantly 
enhance the risk -adjusted return of the portfolio. Diversifying into emerging 
markets provides the scope to accentuate this benefit further, if the correlation 
of emerging markets with developed markets is lower than what is known in 
the context of developed markets."^ 
In a relatively short period of 16 to 17 years, India's capital market has 
transformed into one of the most active and modern market around the globe. 
The transformation highlighting five major achievements that have helped to 
propel the stunning changes in India's market from early 1992 through mid-
2007. 
• Building an appropriate and responsive regulatory environment 
• Leveraging technology to develop state-of-the-art market systems and 
infrastructure 
• Developing a rapidly expanding derivatives market 
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• Developing a robust mutual fund industry 
• Increasing transparency through convergence of accounting standards. 
Today, Indian capital market is well known worldwide due to its 
attractiveness and tremendous potential to grow further. Prior to liberalization, 
the India capital market was no where in the global picture due to outdated 
and conventional pattern of operation. Forget about the Flls investment in the 
market, even Indian investors were not interested to put money in the capital 
market. Thanks must go to the former Prime Minister Mr. P.V Narsimha Rao 
and former Finance Minister Mr. Manmohan Signh, who is currently our Prime 
Minister, when on 24'*^  July 1991, Indian economy, was opened up on 
substantial basis. By virtue of the opening up of the India economy, the capital 
market of India was not the exception. With the liberalization of the Indian 
capital market, too much emphasis was laid down to increase the number of 
investors in the market. The sign of the any develop market is the large 
number of buyers and sellers, who are always ready to buy and sell to provide 
liquidity to the fund of the investors. The Indian growth story continues. A nine 
per cent increase in GDP for the second consecutive year, together with 
unprecedented levels of foreign direct and institutional investment, helped the 
benchmark stock exchange indices to reach record highs. The Bombay Stock 
Exchange (BSE) and National Stock Exchange (NSE) are the key indicators 
of the health of the capital markets in India. The BSE Sensex, a basket of 30 
representative stocks, rose by 47 percent over 2006.The market capitalization 
of the BSE increased from US$819 billion in 2006 to US$1,819 billion at the 
end of 2007, an increase of nearly 125 per cent. Some 106 companies floated 
in 2007, raising funds amounting to US$11 billion (compared with US$7 billion 
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in 2006), making India the seventh largest market in the world in terms of 
funds raised. India is forecast to be the fastest growing IPO market in the first 
half of 2008 in the Asia Pacific region. Yet India appears to be at a relatively 
early stage of development which suggests that there remains substantial -
perhaps enormous - potential to be tapped. This is underlined by the number 
of companies listing overseas. Currently, over 100 Indian companies are 
listed on various international stock exchanges including New York, NASDAQ, 
London, Luxembourg, Dubai and Singapore. 
4.2 Global Scenario of Stock Exchanges in Some Major Economies of 
the World 
Prior to 1991, the stock exchanges of India were having no place in the 
global scenario as the economy of India was not opened for rest of the world. 
In terms of market capitalization, daily turnover and number of listed firms 
were having very pathetic condition. Even in top 15 stock exchanges, Indian 
stock market was not having any position. 
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Table - 4.1 - An Overview of Stock Exchanges of Some Developed 
Economies, Dec, 1989 
Country 
1. Japan 
2. U.S.A. 
3. U.K. 
4. Germany 
5. France 
6. Canada 
7. Sweden 
8. Australia 
9. South Africa 
10. Spain 
11. Switzerland 
12. Hong Kong 
13, Singapore 
14. Netherlands 
(Total) 
Market Cap.($ 
millions) 
4,392,597 
3,505,686 
826,598 
365,176 
364,841 
291,328 
199,285 
136,626 
131,059 
122,652 
104,239 
77,496 
35,925 
29,300 
11,095,353 
Average daily 
value traded($ 
millions) 
2,800,685 
2,015,544 
320,268 
628,630 
107,286 
70,173 
17,420 
44,786 
7,095 
38,389 
n.a. 
34,584 
13,711 
89,848 
6,288,206 
No. of 
listed Co. 
2,019 
6727 
2015 
628 
668 
1,146 
135 
1,335 
748 
423 
177 
284 
136 
313 
18690 
Source: International Finance Corporation Fact Book, 1990. 
The Table-4.1 gives an overview of the position of stock exchanges 
functioning in some developed economies. The London Stock Exchange is 
the world's oldest stock exchange, formally organized on 15th July, 1730. 
According to an estimate (June, 1991) the market capitalisation (market value 
of the securities listed) was 56 per cent of GNP in USA and 127 per cent of 
GNP in Japan (the corresponding figure for India was 10 per cent of GNP). It 
is also worth mentioning that over a long period of time in some major 
industrially developed economies like that of USA and Japan, due to their 
large size, a number of corporations became so influential and dominant 
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features of the economies that the debate, relating to whether these 
corporations are subordinate to macro economic factors or they are in position 
to influence them, is becoming increasingly significant. 
4.3 An Overview of the South Asian Stock Markets 
"We begin by providing an overview of stock markets in South Asia. 
Bangladesh has currently two stock exchanges with Dhaka Stock Exchange 
as the main stock market. The exchnge was established in 1954 when Dhaka 
was the capital of former East Pakistan. After the separation of Eastern wing 
and the establishment of Bangladesh as an independent country in 1971, the 
Dhaka Stock Exchange resumed its operation in 1976, In June1991 foreign 
investment laws related to listed secuhties in Bangladesh were relaxed that 
had a favorable impact on the market. India is a big country where more than 
20 stock exchanges exist. However, the main market is Mumbai Stock 
Exchange that accounts for about two-third of the trading volume in India. The 
exchange was established in 1875 when India was under British rule. After 
gaining independence in 1947, India pursued a highly regulated economy for 
a long time. In 1985, piecemeal reforms were initiated in industry policy, trade, 
and finance. The period 1985-91 was the period of partial deregulation in 
India. In 1991 India moved to market based economy. There are currently 
three stock exchanges operating in Pakistan. However, the main stock market 
is the Karachi Stock Exchange which was established soon after the creation 
of Pakistan in 1947. But the market remained inactive until the beginning of 
1991 when liberalisation measures, particularly the opening of the market to 
international investors, were announced. The announcement put a new life in 
the market and unprecedented bullish trends were observed in the first year. 
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In terms of its performance, the market was ranked third in 1991. The equity 
market in Sri Lanka, the Colombo Stock Exchange, has been in operation for 
more than a century. However, it has not played a significant role for along 
time. In 1989 measures were taken to develop capital market and liberalize 
foreign investment which led to a boom in the stock market. In 1990 and 1991 
the Colombo Stock Exchange was considered to be one of the best 
performing in the World."^ 
Table-4.2 - Stock Markets in South Asia 
Countries 
Bangladesh 
India 
Pakistan 
Sri Lanka 
South Asia 
World 
Market 
Established 
1954 
1875 
1947 
1896 
Market 
Liberalized 
1991 
1992 
1991 
1990 
-
i 
Market Capitalization 
(Percent of GDP) 
1990 
1.1 
12.2 
7.1 
11.4 
10.8 
47.8 
2003 
3.1 
46.5 
20.1 
14.9 
39.6 
88.5 
Value Traded 
(Percent of GDP) 
1990 
0.0 
6.9 
0.6 
0.5 
5.6 
28.5 
2003 
0.6 
47.4 
80.9 
4.2 
46.4 
122.8 
Source: World Development Indicators 2005, OECD Report, A World Bank Journal 
The Table 4.2 provides some basic information regarding the role of 
stock markets in South Asian counthes. It is clear from the above analysis that 
the South Asian region has a long and varying history in equity markets. India 
and Sri Lanka have more than 100 years old markets whereas in Bangladesh 
and Pakistan the markets came into existence about 50 years ago. The 
liberalisation measure, however, took place roughly at the same time, that is, 
in early 90s. It can be seen that the stock market indicators, Market 
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Capitalisation and Value Traded, which measure the size and activity of a 
stock market respectively, have improved significantly during the decade of 
liberalisation. In particular, the improvement in trading activity in Pakistan is 
phenomenal. However, the proportions of market capitalisation and value 
traded in GDP in South Asia are still very low indicating small role of stock 
markets in their respective economy. 
4.3.1 Total Market Capitalization 
Significant changes are taking place in the region. The Tokyo Stock 
Exchange (TSE), the second largest stock exchange in the world, remains the 
largest market in the Asia Pacific region. But this status is now being 
challenged by the growing markets of China and India, since the TSE has 
suffered from a sluggish Japanese economy and it has failed to attract 
overseas companies. Although its average monthly total market capitalization 
remained at almost the same level (US$4.6 trillion) in 2007 as in 2006, total 
market capitalisation had declined to US$4.3 trillion by December 2007 
compared with the same time in 2006. Similarly, the Osaka Securities 
Exchange, the second largest stock market in the region at the end of 2005 
and 2006, failed to grow during 2007. Although its average monthly market 
capitalization stayed ahead of Shanghai last year, its total market 
capitalisation now ranks it third in the region. As might be expected given the 
high rates of GDP growth in China and India and the demand for BRIC 
equities (Brazil, Russia, India and China), the Shanghai, Hong Kong and 
Shenzhen Stock Exchanges in China, along with the Bombay Stock 
Exchange (BSE) in India, have seen remarkable surges in value in recent 
years. In 2007 China was an even bigger IPO market than the US. This was a 
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boost for Shanghai in particular, now the biggest market in China as 
measured by total market capitalisation, having overtaken Hong Kong during 
the course of 2007, and the second largest in the Asia Pacific region. 
Average total market capitalisation was slightly behind Hong Kong but, 
at just over US$2.1 trillion, was up nearly five-fold in 2007 compared with 
2006. The 2007 figure represents nearly an eight- fold increase on 2005. 
In India, as in China, total market capitalization now exceeds GDP. On 
the BSE, average monthly total market capitalisation was up strongly in 2007 
to over US$1 trillion for the first time. While China and India might have seen 
the most spectacular rises, solid increases in total market capitalisation were 
achieved by many of the region's stock exchanges, notably in Australia, 
Singapore and Malaysia. 
One of the important indicators to assess the size of the capital market 
is the ratio of market capitalization to GDP. In India as on December 30, 2007, 
market capitalization (BSE 500) at US$ 1,638 billion was 150 per cent of 
GDP, which compares well with the other emerging economies as well as 
select matured markets (Table 4.3). In India, market capitalisation (BSE 500) 
at $1,638 billion was 150 per cent of GDP, which compares well with the other 
economies such as 
Table- 4.3 Market Capitalization of Emerging Markets as Percent of GDP 
Exchanges/Markets 
% of GDP 
Market capitalization 
(US$ billion) as on 
30.12.2007 
India 
150 
1,638.20" 
China 
137.3 
4,45948 
Japan 
104.4 
4,535,08 
S. Korea 
116.2 
1,103.34 
USA 
128.8 
17,773.05 
Source: Derived from various country sources. Market capitalization of BSE 500. 
166 
Chapter-4 Indian Capital Market Vis-a-Vis Global Capital Markets 
The Table 4.3 provides some basic information of market capitalisation 
in terms of percentage of some dominating economies. The market 
capitalisation of India, China, Japan, S. Korea and USA is given and amongst 
all these countries the market capitalisation in India is the maximum. It is 
150% of GDP followed by 137.3% in China. 
Table 4.4- Market Capitalization of Some Selected Economies ($ 
millions) 
Name of the Exchange 
Australian Securities Exchange 
Bombay Stock Exchange 
Hong Kong Exchanges and Clearing 
Ltd. 
Korea Exchange 
Nagoya Stock Exchange 
National Stock Exchange of India 
Osaka Securities Exchange 
Shanghai Stock Exchange 
Tokyo Stock Exchange 
2005 
753,073 
444,996 
926,125 
541,277 
1,499,658 
414,368 
2,419,475 
286,551 
3,726,324 
2006 
936,904 
674,455 
1,335,016 
777,959 
1,944,216 
629,326 
3,061,789 
473,794 
4,606,170 
2007 
1,299,660 
1,166,308 
2,195,140 
1,029,531 
2,081,729 
1,091,457 
3,138,771 
2,136,877 
4,624,780 
Source: World Development Report, 2008 
Table 4.5 P/E Ratios in Select Emerging Markets 
Index/Market 
South Korea KOSPI 
Thailand SET 
Indonesia JCI 
Malaysia KLCI 
Taiwan TWSE 
BSE Sensex 
S&P CNX Nifty 
Mar. 2007 
11.36 
10.59 
19.54 
16.97 
17.92 
20.50 
18.38 
Dec. 2007 
15.04 
19.92 
18.43 
16.07 
20.14 
27.67 
27.62 
Source: Compiled from the iridividual Stock Markets. 
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The Tables 4.4 and 4.5 show the market capitalization and P/E ratios in 
select emerging markets like South Korea (KOSPI), Thailand (SET), 
Indonesia (JCI), Malaysia (KLCI), Taiwan (TWSE), BSE Sensex and S&P 
CNX Nifty. It is clear that BSE and NSE dominated among all the countries in 
the world in terms of P/E ratio in their stock markets. 
4.3.2 Numberof Companies Listed 
Most stock exchanges saw at least a modest increase in companies 
listed in 2007. In Japan, however, many of the new listings were the result of 
efforts to boost recruitment of relatively small growth companies, such as on 
the Mothers market of the TSE, whereas the Chinese markets in particular 
saw large, in some cases record-breaking, IPOs. Australia's ASX and the 
National Stock Exchange of India (NSE) saw notable increases in listed 
companies, with the former climbing to a monthly average of almost 2,000, 
while the NSE rose to nearly 1,300 companies. The Bombay Stock Exchange 
(BSE) was the largest stock exchange in the region as measured by the 
number of companies listed, with a monthly average of nearly 5,000 in 2007. 
Japan's TSE had over 2,400 companies. Both of the mainland Chinese stock 
markets in Shanghai and Shenzhen still had fewer than 1,000 listed 
companies at the end of 2007, despite their rapid growth in market 
capitalisation. Hong Kong, however, had over 1,200. 
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Table 4.6 Number of Companies Listed in Some IVIajor Stocl< Exchanges 
(average in year) 
Name of the Exchange 
Bursa Malaysia Securities Berhad 
Colombo Stock Exchange 
Dhaka Stock Exchange 
Hochiminh Stock Exchange 
Hong Kong Exchanges 
Indonesia Stock Exchange 
Karachi Stock Exchange 
Nagoya Stock Exchange 
National Stock Exchange of India 
New Zealand Stock Exchange 
Osaka Securities Exchange 
Philippine Stock Exchange 
Shanghai Stock Exchange 
Shenzhen Stock Exchange 
Singapore Exchange Limited 
Stock Exchange of Thailand 
Taiwan Stock Exchange 
2005 
994 
240 
276 
30 
1,107 
333 
661 
394 
995 
249 
1,078 
237 
881 
541 
664 
479 
702 
2006 2007 
1,025 
236 
302 
49 
1,150 
339 
651 
384 
1,098 
269 
1,065 
238 
879 
545 
689 
509 
694 
1,007 
237 
332 
117 
1,201 
348 
654 
392 
1,281 
302 
1,070 
241 
896 
622 
730 
521 
688 
Source: OECD Report, 2008 
Table 4.6 showing the number of companies listed in some major stock 
exchanges (average in year). It is clear that again NSE is leading in this term 
followed by Hong Kong Exchanges and then Osaka Securities Exchange. 
Table-4.7 Number of Companies Listed in Some Major Stock Exchanges 
(average in year) 
Name of Exchange 
Australian Securities Exchange 
Bombay Stock Exchange 
Korea Exchange 
Tokyo Stock Exchange 
2005 
1,654 
4,742 
1,582 
2,324 
2006 
1,830 
4,788 
1,650 
2,376 
2007 
1,977 
4,847 
1,717 
2,417 
Source: OECD Report, 2008 
Table 4.7 showing the number of companies listed in some major stock 
exchanges (average in year). It is clear that again BSE is leading in this term 
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where 4,847 companies were listed in tiie year 2007 followed by Tokyo 
Exchanges and then Australian Securities Exchange. 
4.3.3 Average Market Capitalization Per Company 
Two of the big Japanese stock exchanges, Nagoya and Osaka, have 
the highest average market capitalisation per company but, as with total 
market capitalisation, the highest growth has been in China. Nagoya had only 
392 companies listed, but average market capitalisation was over US$5.3 
billion in 2007, a slight rise on 2006. Osaka, with over 1,000 companies, had 
an average market capitalisation of nearly US$3 billion. 
Table- 4.8 Average Market Capitalization Per Company (US$m) 
Name of Exchange 
Australian Securities Exchange 
Bombay Stock Exchange 
Bursa Malaysia Securities Berhad 
Colombo Stock Exchange 
Dhaka Stock Exchange 
Hochiminh Stock Exchange 
Indonesia Stock Exchange 
Karachi Stock Exchange 
Korea Exchange 
National Stock Exchange of India 
New Zealand Stock Exchange 
Philippine Stock Exchange 
Shenzhen Stock Exchange 
Singapore Exchange Limited 
Stock Exchange of Thailand 
Taiwan Stock Exchange 
2005 
455 
94 
181 
23 
12 
-
230 
66 
342 
417 
170 
^Wl 
219 
360 
246 
631 
2006 
512 
141 
200 
29 
12 
-
322 
68 
471 
573 
144 
213 
293 
~452 
272 
746 
2007 
657 
241 
300 
32 
23 
139 
490 
106 
600 
852 
160 
369 
894 
672 
359 
945 
Source: OECD Report. 2008 
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Table- 4.7 shows the average market capitalisation per company (in 
terms of $million) from the year 2005 to 2007. It is clearly reflecting that 
among the top world stock markets only Bombay Stock Exchange, National 
Stock Exchange of India, Philippine Stock Exchange, Shenzhen Stock 
Exchange and Indonesia Stock Exchange could make doubled the average 
market capitalisation per company from 2005 to 2007. 
China's exchanges were boosted by a number of large new listings last 
year as well as by rising share prices. The largest companies at the end of 
2007 on the Shanghai Stock Exchange were Petrochina (capitalized at CNY 
5,000 billion, US$685 billion), the biggest company in the world by market 
capitalisation when it listed last year, the Industrial and Commercial Bank of 
China (CNY2,000 billion or US$274 billion) and China Petroleum & Chemical 
Corporation (CNY 1,600 billion or US$219 billion). Altogether six companies 
were capitalized at CNY 1,000 billion (US$137 billion) or more. 
The Bombay Stock Exchange did not see quite such a spectacular rise, 
but nonetheless its average market capitalisation rose appreciably from 
US$141 million to US$241 million. Three companies were capitalized at INR 
2,000 billion (US$51 billion) or more) at the end of 2007, including the INR 
4,200 billion (US$107 billion) Reliance Industries, the biggest company listed. 
4.3.4 Monthly Average Turnover 
Turnover in the region's stock exchanges has not always been 
commensurate with total market-capitalisation. While the region's two biggest 
markets, Tokyo and Shanghai, also have the biggest turnovers, Osaka has 
lesser turnover than its total market capitalisation might suggest. Shenzhen 
and the Korea Exchange, though much smaller, have both seen much more 
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share trading in the last two years. While the 2007 data for the Nagoya Stools 
Exchange Is incomplete, there was very little trading on the exchange 
between 2005 and 2007 in relation to the size of the market. Trading on the 
Bombay Stock Exchange has consistently risen over the last three years. 
Table-4.9 Monthly Average Turnover (US$m) 
Name of Exchange 
Bombay Stock Exchange 
Bursa Malaysia Securities Berhad 
Colombo Stock Exchange 
Dhaka Stock Exchange 
Hochiminh Stock Exchange 
Indonesia Stock Exchange 
Karachi Stock Exchange 
Nagoya Stock Exchange 
National Stock Exchange of India 
New Zealand Stock Exchange 
Osaka Securities Exchange 
Philippine Stock Exchange 
Singapore Exchange Limited 
Stock Exchange of Thailand 
Taiwan Stock Exchange 
2005 
13,222 
4,426 
91 
85 
15 
3,490 
127 
554 
26,187 
1,738 
17,006 
581 
10,046 
7,989 
48,698 
2006 
17,882 
6,350 
84 
79 
184 
4,072 
86 
640 
35.372 
1,851 
20,432 
937 
15,360 
8,421 
61,442 
2007 
28,972 
14,126 
79 
391 
401 
9,551 
89 
383 
63,432 
2,022 
22,187 
2,443 
32,020 
10,612 
84,191 
Source: Currency and Finance- An RBI Journal, 2006-07 
The Table-4.9 shows the monthly average turnover of some of the emerging 
stock markets of the world. It is clear from the table that most of the stock 
markets of developing countries have experienced tremendous increase in 
the monthly average turnover in the market. The monthly average turnover 
has become more than double in Bombay Stock Exchange, Bursa Malaysia 
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Securities Berhad, Dhaka Stock Exchange, Hochiminh Stock Exchange, 
Indonesia Stock Exchange, National Stock Exchange of India, Philippine 
Stock Exchange and Singapore Exchange Limited. 
4.3.5 Monthly Average Liquidity 
Liquidity, which is a measure of the ease with which shares can be 
bought or sold, has been especially high in recent years on the Shanghai, 
Shenzhen and Korea stock exchanges, and has risen especially rapidly on 
the Chinese exchanges. This reflects a readily available pool of buyers and 
sellers in these markets. In China, this pool has been boosted by retail 
investors who have been increasingly active since 2006, although the 
substantial portion is Chinese companies and state agencies. 
It is notable that, in the Asia Pacific region, there is not necessarily a 
relationship between total market capitalisation and liquidity: some of the 
biggest Japanese exchanges in particular are by no means the most liquid, 
while the very liquid Korea Exchange is not among the largest in the region. 
Table 4.10 Turnover of Shares as Percent of Total Market Capitalization 
Name of Exchange 
Australian Securities Exchange 
Bombay Stock Exchange 
Bursa Malaysia Securities Berhad 
Colombo Stock Exchange 
Dhaka Stock Exchange 
Hochiminh Stock Exchange 
Hong Kong Exchanges 
Indonesia Stock Exchange 
Karachi Stock Exchange 
2005 
7.4 
3.0 
2.4 
1.6 
2.5 
-
4.2 
4.6 
0.3 
2006 
7.7 
2.4 
3.0 
1.2 
2.1 
-
5.2 
3.7 
0.2 
2007 
8.4 
2.7 
4.7 
1.0 
5.0 
2.4 
7.9 
5.5 
0.1 
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Nagoya Stock Exchange 
National Stock Exchange of India 
New Zealand Stock Exchange 
Osaka Securities Exchange 
Philippine Stock Exchange 
Singapore Exchange Limited 
Stock Exchange of Thailand 
0,04 
6.3 
4.1 
0.7 
1.6 
4.2 
6.7 
0.03 
5.7 
4.8 
0.7 
1.8 
4.9 
6.1 
0.02 
5.6 
4.2 
0.7 
2.8 
6.5 
5.6 
Source; Currency and Finance- An RBI Journal, 2006-07 
Table 4.9 reveals the Monthly average liquidity which is turnover of 
shares as a % of total market capitalisation. The BSE and NSE are showing 
improvement with the passage of time. 
4.4 Volatility and Liberalization of Economy 
"The experience of developing countries suggests that financial 
integration helps in the growth of capital markets but it may adversely affect 
the volatility of share prices and stock market efficiency if Capital market 
reforms are not appropriate. Hence, the objective of the present study is to 
examine for India the impact of financial integration on its capital market in 
terms of grovi^ h, volatility and market efficiency. The results show that the 
primary Indian capital market has grown significantly since the beginning of 
capital market reforms in 1992-93, The secondary capital market is also found 
to have grown in terms of its size and liquidity. Volatility in stock prices is 
found to have declined annually."^ 
High volatility in the index value can deter investors from entering a 
market, and can be a feature of a stock exchange that has yet to mature. In 
the Asia Pacific region, the most volatile stock exchange has been the frontier 
market of Karachi. Hochiminh was also among the most volatile markets, 
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while the least volatile are those in the mature economies of Australia, New 
Zealand, Singapore, Japan and Malaysia.'"* 
Table-4.11 Volatility in Some Major Stock Exchanges 
Name of Exchange 
Australian Securities Exchange 
Bombay Stock Exchange 
Bursa Malaysia Securities Berhad 
Colombo Stock Exchange 
Dhaka Stock Exchange 
Hong Kong Exchanges 
Indonesia Stock Exchange 
Karachi Stock Exchange 
Nagoya Stock Exchange 
National Stock Exchange of India 
New Zealand Stock Exchange 
Osaka Securities Exchange 
Philippine Stock Exchange 
Singapore Exchange Limited 
Stock Exchange of Thailand 
Taiwan Stock Exchange 
Tokoyo Stock Exchange 
2005 
3 
7 
3 
6 
9 
6 
6 
9 
4 
7 
3 
3 
5 
3 
3 
4 
3 
2006 
3 
5 
3 
6 
5 
3 
4 
3 
2 
5 
3 
4 
5 
3 
5 
4 
4 
2007 
1 
6 
4 
6 
5 
5 
6 
6 
2 
7 
3 
3 
8 
4 
6 
5 
2 
Source: Currency and Finance- An RBI Journal, 2006-07} 
The Table- 4.11 depicts the ranks of the volatility of some of the 
selected stock exchanges of the world. 
175 
Chapter-4 Indian Capital Market Vis-a-Vis Global Capital Markets 
Table 4.12 Establishment of Some Major Exchanges and Number of 
Listed Companies 
Country 
Australia 
Bangladesh 
Hong Kong 
India 
Indonesia 
Japan 
Korea 
Mainland 
China 
Malaysia 
New Zealand 
Pakistan 
Philippines 
Singapore 
Sri Lanka 
Taiwan 
Thailand 
Vietnam 
Exchanges/Markets 
Australian Securities Exchange (ASX) 
Dhaka Stock Exchange (DSE) 
Hong Kong Exchanges and Clearing 
Ld. 
Bombay Stock Exchange (BSE) 
National Stock Exchange (NSE) 
Indonesia Stock Exchange (IDX) 
Nagoya Stock Exchange (NSE) 
Osaka Securities Exchange (OSE) 
Tokyo Stock Exchange (TSE) 
Korea Exchange (KRX) 
Shanghai Stock Exchange (SSE) 
Shenzhen Stock Exchange (SSE) 
Bursa Malaysia Securities Berhad 
New Zealand Stock Exchange (NZX) 
Karachi Stock Exchange (KSE) 
Philippine Stock Exchange (PSE) 
Singapore Exchange Limited (SGX) 
Colombo Stock Exchange (CSE) 
Taiwan Stock Exchange (TSEC) 
Stock Exchange of Thailand (SET) 
Hochiminh Stock Exchange (HOSE) 
Establi 
shed 
1987 
1954 
1891 
1875 
1993 
1977 
2002 
1878 
1949 
1953 
1990 
1990 
1964 
2002 
1947 
1927 
1999 
1985 
1961 
1975 
2000 
No. of 
Cos. 
31 Dec 
05 
1,807 
286 
1,135 
4,763 
1,036 
336 
386 
1,063 
2,351 
1,619 
878 
544 
1,019 
244 
661 
237 
686 
239 
696 
504 
33 
No. of 
Cos. 
31 Dec 
06 
1,908 
31 
1,173 
4,796 
1,158 
344 
391 
1,073 
2,416 
1,689 
886 
579 
1,025 
305 
651 
240 
708 
237 
693 
518 
109 
No. of 
Cos. 
31 
Dec 
2,077 
35 
1,241 
4,887 
1,353 
383 
392 
1,062 
2,414 
1,757 
904 
670 
986 
303 
654 
244 
762 
235 
703 
523 
141 
Source: Compiled from websites of different Individual markets 
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4.5 Market Indices 
All of the major stock market indices in the Asia Pacific region rose 
between 2005 and 2007. But the Composite Indices in Shanghai and 
Shenzhen, followed by the Hochiminh Stock Exchange's VNINDEX, the 
Bombay Stock Exchange's SENSEX, as well as the National Stock Exchange 
of India's S&P CNX NIFTY, were the outstanding performers. They were the 
biggest beneficiaries not only of a regional shift into equities investment, but 
also of the increasing exposure of western funds to emerging markets. Large, 
heavily oversubscribed IPOs, especially in the financial services and energy 
sectors, and mergers and acquisitions were important in driving big rises in 
these indices. Shenzhen experienced a near five-fold rise, while Shanghai 
was not far behind, moving from 1,191 in January 2005 to 5,261 at the end of 
December 2007. The other big Chinese stock exchange, in Hong Kong, also 
saw a significant rise. The S&P HKEX Large Cap Index climbed by more than 
100% over the same period, as did a number of exchanges throughout the 
region, notably those in Indonesia and Korea. There were signs of progress 
too in some of the frontier markets, especially the Karachi Stock Exchange 
where the All Share Index also rose by more than 100%. 
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Table-4.13- Biggest Exchanges in Terms of Number of Transactions 
Exchanges 
NASDAQ 
NSE 
Shanghai 
BSE 
Korea 
Taiwan 
Shenzen 
Deutche 
London 
2002 
1 
3 
5 
7 
4 
6 
8 
9 
12 
2003 
1 
3 
4 
5 
7 
6 
8 
9 
11 
2004 
1 
3 
4 
5 
6 
7 
8 
9 
10 
2005 
2 
3 
6 
5 
4 
8 
7 
9 
10 
2006 
1 
2 
3 
4 
10 
6 
7 
8 
5 
2007 
1 
2 
3 
4 
8 
7 
6 
13 
11 
Source: Economic Survey, 2007-08 
Table-4.14 Volatility of Weekly Returns on the Equity Market 
Class of stocks 
India: 
• NSE 50 
• Next 50 (Nifty 
Junior) 
• SENSEX 
• BSE 500 
Outside India: 
• US. (S&P 500) 
• Korea (Kospi) 
Jan 2002-
Dec 2003 
2.59 
3.08 
~ 
2.51 
4.12 
Jan2004-
Dec 2005 
2.85 
3.47 
-
1.41 
3.81 
Jan2005-
Dec 2006 
2.01 
2.41 
2.96 
3.23 
0.95 
1.82 
Jan2006-
Dec 2007 
2.45 
2.85 
3.17 
3.30 
1.28 
2.17 
Source: Currency and Finance- An RBI Journal, 2006-07 
The Table-4.14 clearly reveals that the India is amongst the top stocks 
market of the world due to the excellent performance in the globalised regime. 
Again Table -4.15 shows that the India stock market is giving higher return to 
the investors in compare to the capital market of US and Korea. It is, however, 
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noted that in the period January 2006 to December 2007, the volatility of 
weekly returns of Indian indices was higher as compared to indices outside 
India such as S&P 500 of United States of America and Kospi of South Korea. 
Table 4.15 Cumulative Change In Movement of Global Indices^ 
indexes 
BSE Sensex, India 
Hang Seng Index, Hong Kong 
Jakarta Composite Index, 
Nikkei 225, Japan 
Kospsi Index, South Korea 
Kuala Lumpur Comp Index, 
TSEC Weighted Index, Taiwan 
SSE Composite Index, China 
Cumulative Change Over End-2003 
Level 
2004 
13.08 
13.15 
44.51 
7.61 
10.48 
14.23 
4.23 
-15.36 
2005 
26.87 
9.64 
29.65 
22.84 
30.26 
6.47 
5.43 
-11.93 
2006 
33.16 
17.28 
37.68 
17.29 
20.92 
11.34 
9.92 
21.35 
2007 
36.53 
22.44 
41.14 
9.43 
23.67 
16.15 
9.62 
36.92 
Source: Economic Sun/ey 2008-08, p-96. 
International Comparison 
11^ #Ri iTO " *" tm f^. mm 
Ffrt^f^,jfl^. „, ,„.. 
Source: The Economic Sun/ey, 2007-08, p-98 
"Among the Asian stock markets, Chinese and Indonesian markets 
outperformed the Indian markets in terms of cumulative performance over 
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2003 levels (Table 4.15). While the BSE Sensex rose by 47.1 percent during 
2007, SSE Composite Index (Shanghai, China) rose by 96.7 percent and the 
Jakarta Composite Index (Indonesia) increased by around 52 percent. Other 
international indices which rose appreciably in 2007 were Hang Seng (Hong 
Kong) by 39.3 percent, Kospi (South Korea) by 32.3 percent and Kuala 
Lumpur Comp Index (Malaysia) by 31.8 percent ."^  
Table 4.16 Top Five Equity Derivative Exchanges in the World - 2006 
A. Single Stock Futures Contracts Exchange 
National Stock Exchange, India 
Jakarta Stock Exchange, Indonesia 
Eurex 
Euronext.liffe 
BME Spanish Exchange 
No. of 
contracts 
100,430,505 
69,663,332 
35,589,089 
29,515,726 
21,120,621 
Rank 
1 
2 
3 
4 
5 
Source: Currency and Finance- An RBI Journal, 2006-07 
Table 4.17 Top Exchanges in Terms of Index Future Contracts- 2007 
B. Stock Index Futures Contracts 
Exchange 
Chicago Mercantile Exchange 
Eurex 
Euronext.Liffe 
National Stock Exchange, India 
Korea Stock Exchange 
No. of contracts 
470,180,198 
270,134,951 
72,135,006 
70,286.258 
46,562,881 
Rank 
1 
2 
3 
4 
5 
Source. Currency and Finance- An RBI Journal, 2006-07 
Again Tables 4.16 and 4.17 reflects how lucrative Indian capital market 
was as the Foreign Institutional Investors (Flls) were so bullish. On the basis 
of number of transactions converted in the form of contract, Indian capital 
market was ranked first in the world. In terms of number of future contract 
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entered in the capital market it was ranked 4'^  in the world. It is proved that 
investors worldwide are showing confidence in the Indian capital market. 
4.6 Protection of Investors' Interest 
The inclination of investors is greater in the market were they feel 
secured and safe in regard to their investment. Investors always make trade 
off between return, risk and protection. The returns in the Indian capital 
market are higher as compare to other global capital market. Though India 
has scored only 6 out of 10 grade still investors feel it a better market. The 
protection index of the investors is shown below in the form of graph. 
Investor Protetion Index In Selected 
Economies out of Maximum 10 
3 I 
^<>'-y^<<>"'^<^^-^^^'t.<^V -* VS '^^  
Source: Currency and Finance, an RBI Journal, 2007 
4.7 Foreign Institutional Investors - a brief introduction 
"One of the outstanding features of globalization in the financial 
services industry is the increased access provided to non-local investors in 
several major stock markets of the world. Increasingly, stock markets from 
emerging markets permit institutional investors to trade in their domestic 
markets. This opening up of capital markets in emerging market countries has 
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been perceived as beneficial by some researchers while others are concerned 
about possible adverse consequences such as contagion."^ 
"This opening up resulted in a number of positive effects. First, the 
stock exchanges were forced to improve the quality of their trading and 
settlement procedures in accordance with the best practices of the world. 
Second, the information environment in India improved with the advent of 
major international financial institutional investors in India. On the negative 
side we need to consider potential destabilization as a result of the trading 
activity of foreign institutional investors. This is especially important in an 
emerging country that has embarked upon reforms to open up its market."^ 
"Entities covered by the term 'FIT include "Overseas pension funds, 
mutual funds, investment trust, asset management company, nominee 
company, bank, institutional portfolio manager, university funds, endowments, 
foundations, charitable trusts, charitable societies, a trustee or power of 
attorney holder incorporated or established outside India proposing to make 
proprietary investments or investments on behalf of a broad-based fund (i.e., 
fund having more than 20 investors with no single investor holding more than 
10 per cent of the shares or units of the fund)" (GOI (2005)).^  Flls can invest 
their own funds as well as invest on behalf of their overseas clients registered 
as such with SEBI. These client accounts that the Fll manages are known as 
'sub-accounts'. A domestic portfolio manager can also register itself as an Fll 
to manage the funds of sub-accounts. A few large Flls (less than 3% of all 
registered ones, according to GOI (2005)), issue derivative instruments called 
'participatory notes' that are registered and traded overseas, backed by the 
Flls' holdings of Indian securities. This arrangement has raised some 
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concerns in regulatory circles since it makes it difficult to trace the ultimate 
beneficiary in the funds and may be used to bring in "unclean" funds (funds 
generated out of illegal activities) into the Indian markets."^ 
Table 4.18 Country Wise Breakdown of FUs Registered in India (Nov 
2003) 
Countries 
USA 
UK 
Luxemburg 
Hong Kong 
Singapore 
Australia 
Canada 
Mauritius 
Others 
No. of Flls registered 
206 
114 
36 
24 
22 
18 
15 
11 
58 
Percent of Total 
40 
22.1 
7 
4.7 
4.3 
3.5 
2.9 
2.1 
13.3 
Source: Compiled from websites of different stock exchanges 
4.8 Scenario of Stock Market in Some African Countries 
"African stock markets, following in the wake of the surge in world stock 
markets over the past few decades, are starting to take off. Although starting 
from a low base, a recent IMF study shows that the region's stock markets 
have begun to help finance the growth of African companies but must develop 
further to offer broader economic benefits. In 1989, only five sub-Saharan 
African countries had stock markets; today, 16 countries, including Ghana, 
Malawi, Swaziland, Uganda, and Zambia, have them. Between 1992 and 
2002, the capitalization of African stock markets more than doubled from $113 
billion to $245 billion. 
4.8.1 Low Market Liquidity: Despite this increase, their average 
capitalization (excluding the markets of South Africa and Zimbabwe) of about 
27 percent of GDP is lower than in most emerging markets (see chart). 
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Malaysia, for example, has a capitalization ratio (market capitalization relative 
to GDP) of about 160 percent. Moreover, the region's markets are immature: 
indicators of stock market development show that they are small and have 
few listed companies. Market liquidity is also low, with turnover ratio of less 
than 1 percent in Swaziland compared with about 29 percent in Mexico. Low 
liquidity implies low business volume and greater difficulty in supporting a 
local market with its own trading system, market analysis, and brokers. 
On the rise 
Although small and immature, most African stock 
markets grew between 1995 and 2005 . 
(Number of listed companies) 
7 0 0 
1995 
2 0 0 5 6 0 0 
5 0 0 
4 0 0 
3 0 0 
2 0 0 %-f 
100 , *fl 
sS 
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0 
v ^ -?> o?> -xe- .ofJ y ^ JS i<& . r?^ 
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(market capitalization, percent of GDP) 
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50 
- - • ' I 
Sources: World Developent Indicators and staff estimates 
Source. Global Development Finance Report. 2008- A World Bank Report 
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The Supervision by regulatory authorities is often far from adequate. In 
terms of investment return, however, sub-Saharan Africa's markets continue 
to perform well. The annual return on the Ghana Stock Exchange, for 
example, was 144 percent in U.S. dollar terms in 2004 compared with a 30 
percent return by MSCI Global Equity Index. 
4.8.2 Contribution of Stock IVIarket in Economic Development 
The development of stock markets in Africa is expected to boost 
domestic savings and increase the quantity and quality of investment. Stock 
markets are seen as enhancing the operations of domestic financial systems 
in general and capital markets in particular. Critics, however, argue that a 
stock market might not perform efficiently in developing countries and that it 
may not be feasible for all African countries to promote stock markets, given 
the huge costs and the poor financial structures. 
So far, corporate financing patterns in some African countries suggest 
that stock markets are an important source of finance. The stock market in 
Ghana financed about 12 percent of total asset growth of listed companies 
between 1995 and 2002, 16 percent in South Africa between 1996 and 2000, 
and 8 percent in Zimbabwe between 1994 and 1999. In all these countries, 
the stock markets were the single most important source of long-term external 
finance. 
At the macroeconomic level, however, the study finds inconclusive 
evidence that Africa's stock markets have had much effect on growth. Using 
data from 14 countries, it looks at three stock market indicators—market 
capitalization relative to GDP, value traded relative to GDP, and turnover 
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ratio—while taking into account countries' initial GDP, domestic investment, 
and trade openness. According to the results, the value of shares traded 
relative to GDP has a positive and significant influence on economic growth, 
but the capitalization and turnover ratios are too low to influence growth. 
4.8.3 Preconditions are Lacking 
For the region to garner broader economic benefits from its stock 
markets, the conditions necessary for the markets to function efficiently must 
be in place: 
• Sound macroeconomic environments and sufficiently high income levels: 
Income levels, domestic savings, and investment are important determinants 
of stock market development in emerging markets. 
• Transparent and accountable institutions. Law and order, democratic 
accountability, and limited corruption reduce political risk and enhance the 
viability of external finance. They are thus important determinants of stock 
market development. 
• Adequate shareholder protection. Stock market development is more likely 
in countries with strong shareholder protection because investors do not fear 
expropriation as much. In addition, ownership in such markets can be more 
dispersed, which provides liquidity to the market. 
• A well-developed banking system. Stock markets should follow after 
financial sectors have reached a certain depth. For example, a 1 percentage 
point increase in banking sector development increases stock market 
development in sub-Saharan Afnca by 0.6 percentage points. 
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Once in place, these conditions will encourage private capital flows, which are 
also important for stock market development. 
4.9 New Agenda for Stock Market Development in Africa 
The policy question is how to promote the development of African stock 
markets. Promoting stock market development in Africa would require policies 
to address institutional and infrastructural bottlenecks and to improve liquidity. 
The main infrastructural bottleneck is the use of slow manual systems. 
Even though markets are gradually adopting electronic systems, there 
are still substantial African stock markets that trade manually and use manual 
clearing and settlement. Similarly, most markets do not have central 
depository systems, while some markets still have restricted foreign 
participation. Such bottlenecks slow trading and induce inactivity. A number of 
proposals for an agenda that will promote the development of stock markets 
in Africa have been advanced. They include the following measures: 
4.9.1 Regional Integration: Integration would increase the market size of 
African stock exchanges because the number of national exchanges would 
decline. This promotes cost efficiency and improves liquidity and price 
discovery. To succeed, regional approaches require harmonized trading laws 
and accounting standards, automation, currency convertibility, and a 
liberalized trade regime. 
4.9.2 Automation of Trading Systems is expected to help reduce costs 
and inefficiencies and increase trading activity and liquidity by speeding up 
operations. Automation is an expensive venture, but the cost is coming down 
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as electronic communication networks and alternative trading systems 
proliferate. 
4.9.2 Demutualization is expected to reduce governance problems in 
mutualized exchanges by opening up trading rights, admitting new trading 
partners, and broadening ownership to allow the public to invest in 
exchanges. The absence of these in mutualized exchanges tends to breed 
poor governance structures. Because traders and brokers in mutualized 
exchanges enjoy monopoly power through exclusive rights and access to 
trading systems, their vested interests are protected. Demutualization induces 
better corporate governance systems because decision making is based on 
ownership structure and not on trades intermediation. Demutualization would 
be more useful after African stock markets have improved liquidity and 
infrastructure and strengthened cooperation. 
4.9.3 Involvement of Institutional Investors: Institutional investors often 
are at the forefront in promoting efficient market practices and financial 
innovation. They typically favor greater transparency and market integrity and 
encourage efficient trading and settlement facilities. Thus, their involvement 
can help force commercial and investment bank, as well as other market 
intermediaries, to be more competitive and efficient. 
4.9.4 Regular Disclosure, Transparency, and Enforcement are important 
for stock market development. Important disclosure requirements must be 
simple and supportive of the legal and accounting framework. Similarly, 
enforcement procedures need not be long, cumbersome, and expensive. The 
presence of a securities regulator and a strong legal system in Africa is 
important to ensure compliance and an ability to prosecute. Strong corporate 
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governance mechanisms in Africa will also help boost investor confidence in 
regulatory issues."^° 
4.10 Chinese and Indian Capital Market 
"China and India will fuel world growth in the coming century. These 
two economic superpowers, emerging from the Asia Pacific region, will shift 
the balance of world capital flows, both creating demand for capital and, 
increasingly, providing investment funds to satisfy it. As the economies and 
markets in the region have deregulated, the opportunities for entrepreneurs 
and established businesses have grown exponentially. 
Outside China and India, other stock markets in the region have seen 
increasing investment activity, aided by the success of some specialist grov^ rth 
markets such as KOSDAQ and by the consolidation of some stock 
exchanges. For example, the Jakarta Stock Exchange and the Surabaya 
Stock Exchange merged to create the Indonesia Stock Exchange in 
September 2007. World capital markets operate in various logical and 
overlapping groups, such as by size of stock market, type of company, sector 
concentration or geographic proximity. The 2008 Grant Thornton capital 
markets guide for Asia Pacific is part of a series of capital markets guides that 
Grant Thornton International has compiled over 7 years. These guides track 
the emergence and development of some of these alignments. This Asia 
Pacific guide compares the performance of the 21 largest stock exchanges in 
the region, from India and Pakistan in the west, to Japan and China in the 
east, to Australia and New Zealand in the south."^ ^ 
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China 
"Boosted by a high rate of GDP growth, record-breaking initial Public 
Offerings (IPOs) and an influx of retail investors, China's exchanges have 
rapidly ascended to the highest ranks of the region's stock markets. Shanghai 
looks set to challenge the position of the Tokyo Stock Exchange (TSE) as the 
biggest in the region, while Shenzhen and Hong Kong have also seen big 
increases in market capitalisation, turnover and liquidity. Chinese companies 
want to acquire brands in North America and Europe as well as distribution 
channels. They are becoming more confident acquirers of foreign businesses 
helped by an appreciating renminbi. The growth of capital markets has also 
had an important effect on mergers & acquisitions (M&A) activity in China. 
Domestic M&A activity is being fuelled by finance available from the equity 
markets, and it is this funding which is allowing leading companies to act as 
industry consolidators. There is massive untapped potential for M&A in China. 
Continued growth and consolidation across vast amounts of once state 
controlled industry is driving domestic deal flow in the private sector. 
Japan 
The Japanese exchanges, hampered by their low rate of GDP grov^h, 
have been unable to expand. The Tokyo Stock Exchange's (TSE) market 
capitalisation, turnover and liquidity have been relatively consistent, although 
it has failed to grow. But Osaka and Nagoya have had little turnover or 
liquidity in relation to their size. 
India 
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Driven by a booming economy, India's stock exchanges have also 
seen considerable growth. The Indian economy has a young, educated and 
ambitious labour force. Reforms since the early 1990s have helped unlock 
India's economic potential and positioned the country as one of the fastest 
growing economies in the world. As in China, at the end of 2007 the country's 
total market capitalisation exceeded its GDP. The Bombay Stock Exchange 
(BSE) has more listed companies than any other exchange in the region, and 
its total market capitalisation in 2007 was over US$1 trillion for the first time. 
Coupled with a burgeoning Indian economy, a competitive private sector and 
a strong entrepreneurial spirit, a growing number of Indian companies are 
following their Chinese counterparts and seeking listings overseas and 
acquiring suitable domestic and overseas targets. 
A number of other stock exchanges in the region, notably those in 
Australia, Singapore and Malaysia, also achieved impressive growth in market 
capitalisation and trading between 2005 and 2007. 
Emerging economies like China and India offer both opportunities for 
investment as well as being a source of increased competition with their large, 
rapidly expanding and often affluent economies. Emerging markets offer 
exciting growth prospects even as the global economy as a whole faces a 
slowdown. 
191 
Chapter-4 Indian Capital Market Vis-a-Vis Global Capital Markets 
Table 4.19 Top 10 Portfolio Equity Destination Developing Countries, 
2000-07($ billions) 
Category 
All developing 
countries 
Top 10 
countries: 
China 
India 
Brazil 
Russian 
Federation 
South Africa 
Turkey 
Thailand 
Philippines 
Indonesia 
Malaysia 
Memorandum 
item 
BRICs 
2000 
13.5 
6.9 
2.3 
3.1 
0.2 
4.2 
0.5 
0.9 
-0.2 
-1.0 
0.0 
12.5 
2001 
5.6 
0.8 
2.9 
2.5 
0.5 
-1.0 
-0.1 
0.4 
0.1 
0.4 
0.0 
6.7 
2002 
5.5 
2.2 
1.0 
2.0 
2.6 
-0.4 
0.0 
0.5 
0.2 
0.9 
-0.1 
7.9 
2003 
24.1 
7.7 
8.2 
3.0 
0.4 
0.7 
0.9 
1.8 
0.5 
1.1 
1.3 
19.3 
2004 
40.4 
10.9 
9.0 
2.1 
0.2 
6.7 
1.4 
1.3 
0.5 
2.0 
4.5 
22.3 
2005 
68.9 
20.3 
12.1 
6.5 
-0.2 
7.2 
5.7 
5.7 
1,5 
-0.2 
-1.2 
38.7 
2006 
104.8 
42.9 
9.5 
7.7 
6.1 
15.0 
1.9 
5.3 
2.4 
1.9 
2.4 
66.3 
2007^ 
145.1 
35 
34 
26.2 
14.8 
10.0 
5.2 
4.4 
3.3 
3.1 
2.8 
110.0 
Sources: Global Development Finance Report, 2008, A World bank Report, p-40 
Note: BRICs _ Brazil, Russia, India, and China; e = estimate. 
The Table 4.19 shows the top 10 Portfolio equity destination of the world. 
During 2000 India was having 2.3 billion $ and in 2007 it was estimated to 
reach 34 billion $ which only 1 billion $ short of what China is likely to get. It 
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means Flls are so bullish about Indian market. It is only because of 
profitability, efficiency, liquidity and marketability, the Indian capital market has 
achieved the millstone to make a global impact. 
4.11 Conclusion 
With financial integration, developing countries have become 
increasingly attractive destinations for international investors who are seeking 
a higher return than what is available in the developed economies while 
diversifying their risk. China and India will fuel world growth in the coming 
century. These two economic superpowers, emerging from the Asia Pacific 
region, will shift the balance of world capital flows, both creating demand for 
capital and, increasingly, providing investment funds to satisfy it. As the 
economies and markets in the region have deregulated, the opportunities for 
entrepreneurs and established businesses have grown exponentially. India 
has been one of the most attractive destinations for the Flls in last few years. 
With the comparison of Indian capital market with other developing countries, 
African countries and even with the most emerging economies like China, 
Taiwan, Korea, Malaysia. The Indian capital marker has come with flying 
colors in terms of growth in profitability, liquidity, turnover, number of 
transaction and overall operating efficiency. After going through the various 
aspects of the capital market in different countries, it is necessary to test the 
impact of liberalization policy on Indian Capital Market. 
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5.1 Introduction 
5.2 Testing of Hypotheses 
• Testing of Liquidity and Marketability of Indian 
Capital Market 
• Testing the Profitability of the Indian Capital Market 
• Comparison of Price/Earning ratio of Indian Capital 
Market with some emerging Capital Markets of the 
world 
• Testing the Volatility in the Indian Capital Market 
• Measurement of the Impact of Flls Investment on 
Indian Capital Market 
• Measurement of the Global Impact on Indian Capital 
Market 
• Interpretations 
5.3 Conclusion 
Chapter-5 Impact of Liberalization on Indian Capital Market: Testing 
of Hypotheses, Analysis and Interpretations 
5.1 Introduction 
The study of the Indian Capital Market and Global Capital Markets 
have been studied in the previous chapter to make a comparison of the Indian 
Capital Market with some of the emerging Capital Markets of the world. The 
various aspects like profitability, liquidity and Flls destinations in the worlds 
Capital Markets have been analyzed. After going through the international 
comparison of the Capital Market, the next part of the study is to test different 
hypotheses of the proposed research work. This chapter is exclusively meant 
for the testing of the hypotheses and making the interpretations of the result 
obtained by using different statistical tools. 
The proposed research work "Impact of liberalization on Indian capital 
market" has been done to assess overall impact of economic liberalization 
policy of the Government of India on the Indian capital market. In nutshell, the 
following hypotheses will be tested using suitable statistical tools which have 
emerged as a result of thorough literature review of the subject matter. 
The following hypotheses are formulated to test and to substantiate the 
objectives of the study: 
Ho-1 The liquidity and marketability in the Indian capital market have not 
improved in the post liberalization regimes which are measured in 
terms of the following three parameters: 
a. Total turnover in the Indian capital market has not improved in post 
liberalization era. 
b. Turnover in relation to percent of GDP has not improved in post -
liberalized era. 
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c. Market capitalization in terms of % of GDP of Indian capital market has 
not increased in post liberalization era. 
Ho-2 The profitability of the Indian capital market has not improved in post 
liberalized era as the market was unexplored and immature in pre-
liberalized era. The profitability has been measured on the basis of P/E 
ratio and stock index (Sensex - the barometer) which reflects 
economic progress of the economy in the post liberalization era. 
Ho-3 The Indian capital market has not become more volatile in post 
liberalization period. 
Ho-4 There is no positive relationship between the investment of Foreign 
Institutional Investors (Flls) and market index. 
Ho-5 The market has not become global and in liberalized era. It means the 
Indian capital market has not got more economic significance at global 
level and has not created positive impact in post - liberalized era. 
5.2 Testing of Hypotheses 
The hypotheses of this research work have been tested below: 
Ho-1 Liquidity and IVIarketability of Indian Capital Market has not 
Improved in liberalized era 
It was presumed that the liquidity has not improved in the post 
liberalization regime. The term liquidity refers how quickly the securities are 
disposed and converted into cash. It also represents the marketability of the 
securities. The liquidity and marketability is measured in terms of turnover in 
the market. Again turnover of the market is presented in different ways like 
Average daily turnover, total turnover and turnover in terms of % of GDP. 
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a. Total Turnover in the Indian Capital Market has not Improved in 
post liberalization era: The total turnover of the market is classified 
into pre and post liberalization period. The period of pre- liberalisation 
is from 1981 to 1991 and the period of post- liberalisation is from 1992 
to 2007. 
Let me assume the Null Hypothesis Ho= Total Turnover of the Indian 
capital market in pre liberalized regime (pi) = Total Turnover of the Indian 
capital market in post liberalized regime (pa) 
Null Hypothesis Ho = Hi, against the Alternate hypothesis Ho ^ Hi 
If it is not equal than it may be either Hi > Ho or Hi < Ho 
Applying the t-test to compare the mean of Total turnover of pre 
liberalized regime (po) and the mean of Total Turnover of post liberalized 
regime (pi), the obtained result is: 
t-Test 
Paired Samples Statistics 
Pair 
1 
Turnov 
er 
Liberali 
sation 
Mean 
325.8571 
1.8571 
N 
14 
14 
Std. Deviation 
247.8371 
.3631 
Std. Error 
Mean 
66.2372 
9.705E-02 
Pair 
1 
Turnover $ 
liberalisation 
Paired Samples Correlations 
N 
14 
Correlation 
.457 
Sig. 
.100 
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Paired Samples Test 
Pair Turnover 
1 $ 
llberalisat 
ion 
Paired Differences 
Mean 
324.0000 
Std. 
Deviation 
247.6713 
Std. 
Error 
Mean 
66.193 
95% Confidence 
Interval of the 
Difference 
Lower 
180.9988 
Upper 
467.001 
t 
489 
df 
13 
Sig. 
(2-taile 
d) 
.000 
Sources: Calculated from the table given in Appendix-land Table-3.8 
,Chapter-3,pp-115-116 
Interpretation: Since, the calculated value of t at 13 degreeof freedom 
is 4.89 which is greater than the table value 2.160 at 5% level of significance. 
It means the null hypothesis is rejected. Thus the alternate hypothesis is 
accepted as proved that the growth of the turnover in post liberalisation era is 
more than that of preliberalisation era.So there is significant difference 
between the turnover in pre - liberalisation era and the turnover in post 
liberalisation era. In fact the turnover in post liberalisation era is more 
significant. 
b. Turnover in Relation to Percent of GDP has not Improved in Post -
Liberalization Era: 
The total turnover in terms of percent of GDP of the Indian capital market 
is classified into pre and post liberalization period. The period of pre-
liberalisation is from 1984 to 1991 and the period of post- liberalisation is from 
1992 to 2007. 
Let me assume the Null Hypothesis Ho= Total Turnover in terms of 
percent of GDP of the Indian capital market in pre liberalized regime (pi) = 
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Total Turnover in terms of % of GDP of the Indian capital marl<et in post 
liberalized regime (pa) 
Null Hypothesis Ho = Hi against the Alternate hypothesis Ho 5^  Hi or Hi > 
Ho If it is not equal than it may be either Hi > Ho or Hi < Ho 
Applying the t-test, to compare the mean of Total turnover in terms of % 
of GDP of the Indian capital market in pre liberalized regime (po) and the 
mean of Total Turnover in terms of percent of GDP of the Indian capital 
market in post liberalized regime (pi). The result obtained is: 
t-Test 
Pair 
1 
GDP 
Liber 
alisat 
ion 
Paired 
Mean 
37.6578 
1.8333 
Samples Statistics 
N 
18 
18 
Std. Deviation 
18.1910 
.3835 
Std. Error 
Mean 
4.2877 
9.039E-02 
Pair 
1 
GDP& 
Liberalisat 
ion 
Paired Samples Correlations 
N 
18 
Correlation 
.635 
Sig. 
.005 
Paired Samples Test 
Pair GDP-
1 Libera 
iisatio 
n 
Paired Differences 
Mean 
35.8244 
Std. 
Deviation 
17.9499 
Std. 
Error 
Mean 
4.2308 
95% Confidence 
Interval of the 
Difference 
Lower 
Z6.8982 
Upper 
44.7507 
t 
8.467 
df 
17 
Sig. 
(2-taile 
d) 
.000 
Source: Computed form the Tabie-3.7, Chapter-3, p-113 and Appendix-S 
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Interpretation: Since the calculated value of t at 17 degreeof freedom 
is 8.467 which is greater than the table value 2.110 at 5% level of 
significance. It means the null hypothesis is rejected. Thus, the alternate 
hypothesis is accepted as proved that the growth of the turnover terms of 
percent of GDP in post liberalisation era is more than that of pre- liberalisation 
era.So there is significant difference between the turnover terms of percent of 
GDP in pre - liberalisation era and the turnover in terms of percent of GDP in 
post liberalisation era. In fact, the turnover in terms of percent of GDP in post 
liberalisation era is more significant. 
c. Market Capitalization in Terms of Percent of GDP has not Increased 
in Post Liberalization Era. 
The total market capitalisation in terms of percent of GDP of the Indian 
capita! market is classified into pre and post liberalization period. The period 
of pre- liberalisation is from 1984 to 1991 and the period of post- liberalisation 
is from 1992 to 2007. 
Let me assume the Null Hypothesis Ho= Total market capitalisation in 
terms of percent of GDP of the Indian capital market in pre liberalized regime 
(pi) = Total market capitalisation in terms of percent of GDP of the Indian 
capital market in post liberalized regime (P2) 
Null Hypothesis Ho = Hi against the Alternate hypothesis Ho 5^  Hi or Hi 
> Ho If it is not equal than it may be either Hi > HQ or Hi < Ho 
Applying the t-test to compare the growth of the mean of Total market 
capitalisation in terms of percent of GDP of the Indian capital market in pre 
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liberalized regime (po) and the mean of Total Turnover in terms of percent of 
GDP of the Indian capital market in post liberalized regime (pi) we get 
t-Test 
Paired Samples Statistics 
Pair VAR00001 
1 VAR00002 
Mean 
40.2389 
1.8421 
N 
19 
19 
Std, Deviation 
20.9551 
.3746 
Std. Error 
Mean 
4.8074 
8.595E-02 
Paired Samples Correlations 
Pair 1 VAR00001 & VAR00002 
N 
19 
Correlation 
.588 
Sig. 
.008 
Paired Samples Test 
Pair 
1 
Market cap as 
% of GDP & 
Liberalisation 
Mean 
38.397 
Paired Differences 
Std. 
Deviati 
on 
20.737 
Std. 
Error 
Mean 
4.757 
95% Confidence 
Interval of the 
Difference 
Lower 
28.4019 
Upper 
48.3918 
t 
8.071 
df 
18 
Sig 
(2-taile 
d) 
.000 
Sources: Worked out from the Table Given in Appendix-2 
Interpretation: Since the calculated value of t at 18 degreeof freedom 
is 8.071 which is greater than the table value 2.101 at 5% level of 
significance. It means the null hypothesis is rejected. Thus, the alternate 
hypothesis is accepted as proved that the growth of the market capitalization 
in terms of percent of GDP in post liberalisation era is more than that of pre-
liberalisation era.So there is significant difference between the market 
capitalization in terms of percent of GDP in pre - liberalisation era and the 
market capitalisation in terms of percent of GDP in post liberalisation era. In 
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fact, the market capitalisation in terms of percent of GDP in post liberalisation 
era is more significant. 
Again, applying t-test at 1% level of significance, the result obtained is: 
Paired Samples Test 
Pair 
1 
Market cap 
as % of 
GDP& 
Liberalisati 
on 
Mean 
38.40 
Paired Differences 
Std. 
Deviati 
on 
20.74 
Std. 
Error 
Mean 
4.7574 
99% Confidence 
Interval of the 
Difference 
Lower 
24.7029 
Upper 
52.0907 
t 
8.071 
df 
18 
Sig. 
(2-taile 
d) 
.000 
Sources: Computed from the Table Given in Appenclix-2 
Interpretation: Since the calculated value of t at 18 degreeof freedom 
is 8.071 which is greater than the table value 2.101 at 1% level of 
significance. It means the null hypothesis is again rejected. Thus, the 
alternate hypothesis is accepted as proved that the grov^ h^ of the market 
capitalization in terms of percent of GDP in post liberalisation era is more than 
that of pre- liberalisation era.So there is significant difference between the 
market capitalization in terms of percent of GDP in pre - liberalisation era and 
the market capitalisation in terms of percent of GDP in post liberalisation era. 
In fact, the market capitalisation in terms of percent of GDP in post 
liberalisation era is more significant. 
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Ho-2 The Profitability of the Indian Capital Market has not Improved in 
the Post Liberalized Era 
The profitability of the Indian capital market has been assessed in terms of 
P/E ratio and Sensex. Both have gained substantially better in the post 
liberalized regime. 
a. The Growth of Stock Index (Sensex) in the Post Liberalization Period 
has not been Significant 
The profitability of the Indian capital market is classified into pre and 
post liberalization period. The period of pre- liberalisation is from 1984 to 1991 
and the period of post- liberalisation is from 1992 to 2007. 
Let me assume the Null Hypothesis Ho= stock Index (Sensex) of the 
Indian capital market in pre liberalized regime (pi) = stock Index (Sensex) of 
the Indian capital market in post liberalized regime (P2) 
Null Hypothesis Ho = Hi against the Alternate hypothesis Ho 5^  Hi or Hi 
> Ho If it is not equal than it may be either Hi > Ho or Hi < Ho 
Applying the t-test to compare the growth of the stock Index (Sensex) 
of the Indian capital market in pre liberalized regime (po) and the growth of the 
stock Index (Sensex) of the Indian capital market in post liberalized regime 
(Pi), the obtained result is: 
t-Test 
Pair 
1 
Sensex 
Liberalisat 
ion 
Paired Samples Statistics 
Mean 
4312.6522 
1.7826 
N 
23 
23 
Std. Deviation 
3994,4267 
.4217 
Std. Error 
Mean 
832.8955 
8.794E-02 
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Paired Samples Correlations 
Pair Sensex and 
1 Liberalisation 
N 
23 
Correlation 
.505 
Sig. 
.014 
Paired Samples Test 
Pair Sensex 
1 and 
LJberalisa 
tion 
Paired Differences 
Mean 
4310.9 
Std. 
Deviation 
3994.214 
Std. 
Error 
Mean 
832.85 
95% Confidence 
Interval of the 
Difference 
Lovi^ er 
2583.64 
Upper 
6038.10 
t 
5.176 
df 
22 
Sig. 
(2-tail 
ed) 
.000 
Sources: Workout and Computed from the table given in Appendix-
Interpretation: Since the calculated value of t at 22 degreeof freedom 
is 5.176 which is greater than the table value 1.721 at 5% level of 
significance. It means the null hypothesis is again rejected. Thus, the 
alternate hypothesis is accepted as proved that the growth of the Sensex in 
post liberalisation era is more than that of pre- liberalisation era.So there is 
significant difference between the growth of Sensex in pre - liberalisation era 
and the growth of Sensex in post liberalisation era. In fact, the growth of 
Sensex in post liberalisation era is more significant. 
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t-Test at 99% Confidence limit 
Paired Samples Test 
Pair Sensex & 
1 Liberalisat 
ion 
Paired Differences 
i\/lean 
4310.9 
Std. 
Deviation 
3994.2138 
Std. 
Error 
Mean 
832.85 
99% Confidence 
Interval of the 
Difference 
Lower 
1963.3 
Upper 
6658.5 
t 
5.176 
df 
22 
Sig. 
(2-tail 
ed) 
.000 
Sources: Workout and Computed from tfie table given in Appendix-4 
Interpretation: Again, the calculated value of t at 22 degreeof 
freedom is 5.176 which is greater than the table value 2.508 at 1% level of 
significance. It means the null hypothesis is again rejected. Thus, the 
alternate hypothesis is accepted as proved that the growth of the Sensex in 
post liberalisation era is more than that of pre- liberalisation era.So there is 
significant difference between the growth of Sensex in pre - liberalisation era 
and the growth of Sensex in post liberalisation era. In fact, the growth of 
Sensex in post liberalisation era is more significant. 
b. Price/Earning ratio of Indian Capital Market has not shown 
significant growth as compare to Capital Markets of some of the 
emerging economies 
In the area of investment, the profitability is measured in terms of P/E 
ratio. Thus, the P/E ratio of Indian market BSE (Sensex) and S&P CNX Nifty 
is compared with some emerging economies like South Korea (KOSPI 
),Thailand (SET), Indonesia (JCI), Malaysia (KLCI), Taiwan (TWSE), Applying 
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Pair 
1 
Paired Samples Correlations 
Volatility and 
Liberalisation 
N 
28 
Correlation 
.603 
Sig. 
.001 
Paired Samples Test 
Pair Volatility 
1 and 
Liberalisa 
tion 
Paired Differences 
Mean 
7.0861 
Std. 
Deviati 
on 
4.8359 
Std. 
Error 
Mean 
.9139 
95% Confidence 
interval of the 
Difference 
Lower 
5.2109 
Upper 
8.9612 
t 
7.754 
df 
27 
Sig. 
(2-tai 
led) 
.000 
Sources: Computed from the Table 3.20,Cfiapter-3, p-140and Appendix-6 
Interpretation: Again, the calculated value of t at 27 degree of 
freedom is 7.754 which is greater than the table value 1.703 at 5% degree of 
significance. It means the null hypothesis is again rejected. Thus, the 
alternate hypothesis is accepted, it is proved that the Volatility of stock prices in 
post liberalisation era is more than that of pre- liberalisation era. So there is 
significant difference between the Volatility of stock prices in Pre-Liberalisation 
era and the Volatility of stock prices in post liberalisation era. In fact, the Volatility 
of stock prices in Post-Liberalisation era is more significant. 
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Testing Volatility of Stock Prices at 99% Confidence Limit 
Paired Samples Test 
Pair Volatility 
1 and 
Liberalisa 
tion 
Paired Differences 
Mean 
7.0861 
Std. 
Deviati 
on 
4.8359 
Std. 
Error 
Mean 
.9139 
99% Confidence 
Interval of the 
Difference 
Lower 
4.5539 
Upper 
9.6182 
t 
7.754 
df 
27 
Sig. 
(2-tai 
led) 
.000 
Sources: Computed from ttie Table Given at Appenclix-6 
Interpretation: Again, the calculated value of t at 27 degree of 
freedom is 7.754 which is greater than the table value 2.473 at 1% level of 
significance. It means the null hypothesis is again rejected. Thus, the 
alternate hypothesis is accepted. It is proved that the Volatility of stock prices in 
post liberalisation era is more than that of pre- liberalisation era.So there is 
significant difference between the Volatility of stock prices in pre - liberalisation 
era and the Volatility of stock prices in post liberalisation era. In fact, the Volatility 
of stock prices in post liberalisation era is more significant. 
Ho-4 Impact of Flls Investment has not been Significant on the 
Movement of Stock Index (Sensex) 
The Flls investment and its impact on the movement of Sensex has 
been statistically analysed by using Karl Pearson's coefficient of Correlation. 
The result of the coefficient of Correlation test obtained is given as: 
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Correlations 
Flls Pearson Correlatio 
investmen sig. (2-tailed) 
t N 
Sensex Pearson Correlatio 
effect Sig. (2-taiied) 
N 
Flls Investment 
1.000 
7 
.091 
.846 
7 
Impact on Sensex 
.091 
.846 
7 
1.000 
7 
Sources: Worked out from the Table 3.4, Chapter-3, p-108, Table-3.6 A and 
3.6 B, Chapter-3, p-110-111, Tabble-3.15, Chapter-3p-132 
Interpretation: The relationship exist between the net investment 
(Inflow - outflow) of Flls is + 0.846 which can be said to a significant one. So, 
it is proved that the role of Flls in the stock movements of Indian capital 
market is significant. In other words, It can be said that Flls buy shares in the 
Indian capital market then 84.6% chances are that Stock Index (Sensex) is 
also increases and vice versa. 
Ho-5 Indian capital market has not created any global impact and not 
becoming the lucrative market in the world: 
After liberalization, the lucrative destination for Flls is tested by taking 
the average growth of Flls investment in emerging developing countries from 
2000 to 2007 and it has been compared with the average growth of Flls 
investment in India. 
a. Testing the growth of Flls investment in India and developing 
economies 
Lets assume the Null Hypothesis Ho= growth of Flls investment in 
emerging developing countries from year 2000 to 2007 (pi) = growth of Flls 
investment in India from year 2000 to 2007 (p2) 
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2000 to 2007 and it has been compared with the average growth of Flls 
investment in India. 
Lets assume the Null Hypothesis Ho= growth of Flls investment in 9 
emerging countries from year 2000 to 2007 (pi) = growth of Flls investment in 
India from year 2000 to 2007 (pa) 
Null Hypothesis Ho = Hi against the Alternate hypothesis Ho ^  Hi or Hi 
> Ho If it is not equal than it may be either Hi > Ho or Hi < Ho 
Applying the t-test to compare the growth of the Flls investment in 9 
emerging countries from year 2000 to 2007 (po) and the of Flls investment in 
India from year 2000 to 2007. By applying the t-test, the result obtained is: 
Pair 
1 
Flls 
investmen 
t in the 
emerging 
market 
and India 
Globalisati 
on 
Paired Samples Statistics 
Mean 
7.3559 
1.4444 
N 
18 
18 
Std. Deviation 
7.9140 
.5113 
Std. Error 
Mean 
1.8653 
.1205 
Pair 
1 
Paired Samples Correlations 
Flls investment in the 
emerging market and 
India-Globalisation 
N 
18 
Correlation 
.293 
Sig. 
.238 
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Paired Samples Test 
Pair Growth of 
1 Flls 
investment 
in 9 
emerging 
economies 
and 
lndia--Glob 
alisation 
Paired Differences 
Mean 
21.8133 
Std. 
Deviati 
on 
29.963 
Std. 
Error 
Mean 
7.737 
95% 
Confidence 
Interval of the 
Difference 
Low 
er 
5.22 
Upper 
38 4066 
t 
322 
df 
14 
Sig. 
(2-tail 
ed) 
.014 
Sources: Computed on the basis of Table-4.19, Ctiapter-4, p-197 
Testing at 1% level of significance 
Paired Samples Test 
Pair 
1 
Growth of Flls 
investment in 9 
emerging 
economies 
and 
India-Globalis 
ation 
Mea 
n 
5.93 
Paired Differences 
Std. 
Deviatio 
n 
8.2472 
Std. 
Error 
Mean 
2,129 
99% 
Confidence 
Interval of the 
Difference 
Lowe 
r 
-.4060 
Upper 
12.27 
t 
2.79 
df 
14 
Sig. 
(2-taile 
d) 
.015 
Sources: Computed on ttie basis of Table-4.19, Ctiapter-4, p-197 
Interpretation: Again, the calculated value of t at 14 degree of 
freedom is 3.22 which is greater than the table value 1.740 at 5% and 2.602 
at 1% level of significance. It means the null hypothesis is rejected at 5 % 
level of significance as well as at 1% level of significance. Thus, the alternate 
hypothesis is accepted as proved that the growth of the Flls investment in India is 
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the mean return of Indian market with the emerging markets. The following 
result has been obtained: 
t-Test 
Pair 
1 
P/Eratio of 
emerging 
economie 
Globalisati 
on 
Paired Samples Statistics 
Mean 
20.0715 
1.5000 
N 
4 
4 
Std. Deviation 
5.3372 
.5774 
Std. Error 
Mean 
2.6686 
.2887 
Paired Samples Correlations 
Pair P/E ratio of emerging 
1 economies and 
Globalisation 
N 
4 
Correlation 
.751 
Sig. 
.249 
Paired Samples Test 
Pair P/E ratio of 
1 emerging 
economies 
and 
Globalisation 
Paired Differences 
Mean 
18.572 
Std. 
Deviation 
4.9181 
Std. 
Error 
Mean 
2.4591 
95% Confidence 
Interval of the 
Difference 
Lower 
10,7456 
Upper 
26.397 
t 
7.55 
df 
3 
Sig. 
(2-tai 
led) 
.005 
Sources: Computed from the Table Given at Appendix-5 
Interpretation: Again, the calculated value of t at 3 degreeof freedom 
is 7.55 which is greater than the table value 3.182 at 5% level of significance. 
It means the null hypothesis is again rejected. Thus, the alternate hypothesis 
is accepted as proved that the profitability in terms of P/E ratio in post 
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liberalisation era is more than that of profitability of other emerging economies 
in post liberalisation era. In fact, the profitability of Indian capital market in 
post liberalisation era is more significant and that is why it has global impact. 
Ho-3 The Indian capital market has not become more volatile in post 
liberalization period. 
The degree of volatility in the Indian capital market is classified into pre 
and post liberalization period. The period of pre- liberalisation is from 1981 to 
1991 and the period of post- liberalisation is from 1992 to 2007. 
Let's assume the Null Hypothesis Ho= Volatility of stock prices taken 
from Sensex of the Indian capital market in pre liberalized regime (pi) = 
Volatility of stock prices taken from Sensex of the Indian capital market in post 
liberalized regime (P2) 
Null Hypothesis Ho = Hi against the Alternate hypothesis Ho ^  Hi or Hi 
> Ho If it is not equal than it may be either Hi > Ho or Hi < Ho 
Applying the t-test to compare the growth of the Volatility of stock 
prices of the Indian capital market in pre liberalized regime (po) and the 
Volatility of stock prices of the Indian capital market in post liberalized regime 
(Pi) we get 
t-Test 
Pair 
1 
Volatility 
Liberalisat 
ion 
Paired Samples Statistics 
Mean 
8.4789 
1.3929 
N 
28 
28 
Std. Deviation 
5.1194 
.4973 
Std. Error 
Mean 
.9675 
9.399E-02 
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Null Hypothesis Ho = Hi against the Alternate hypothesis Ho 5^  Hi or Hi 
> Ho If it is not equal than it may be either Hi > Ho or Hi < Ho 
Applying the t-test, to compare the growth of the Flls investment in 
emerging developing countries from year 2000 to 2007 (po) and the of Flls 
investment in India from year 2000 to 2007. By applying the t-test, the result 
obtained is: 
t-Test 
Paired Samples Statistics 
Pair 
1 
Flls 
destinatio 
Globalisati 
on 
Mean 
30.4313 
1.5000 
N 
16 
16 
Std. Deviation 
41.6171 
.5164 
Std. Error 
Mean 
10.4043 
.1291 
Pair 
1 
Paired Samples Correlations 
Flls destination & 
globalisation 
N 
16 
Correlation 
-.510 
Sig. 
.044 
Paired Samples Test 
Pair Flls 
1 destinatio 
n& 
globalisati 
on 
Paired Differences 
Mean 
28.9313 
Std. 
Deviati 
on 
41.88 
Std. 
Error 
Mean 
10.47 
95% Confidence 
Interval of the 
Difference 
Lower 
6.6134 
Upper 
51.25 
t 
2.763 
df 
15 
Sig. 
(2-tail 
ed) 
.014 
Sources: Worked out from Table-3.6 A and 3.6 B, Chapter-3, p-110-111 
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Testing at 99% confidence limit 
Paired Samples Test 
Pair Flls 
1 destinatio 
n& 
globalisati 
on 
Paired Differences 
Mean 
28.9313 
Std. 
Deviati 
on 
41.88 
Std. 
Error 
Mean 
10.47 
99% Confidence 
Interval of the 
Difference 
Lower 
-1929 
Upper 
59.79 
t 
2.763 
df 
15 
Sig. 
(2-tail 
ed) 
.014 
Sources: Worked out from Table-3.6 A and 3.6 B, Chapter-3, p-110-111 
Interpretation: Again, the calculated value of t at 15 degree of 
freedom is 2.763 which is greater than the table value 1.753 at 5% and 2.602 
at 1% level of significance. It means the null hypothesis is again rejected at 
5% level of significance as v^ e^ll as at 1% level of significance. Thus, the 
alternate hypothesis is accepted as proved that the growth of the Flls investment 
in India is better than that of emerging developing countries from year 2000 to 
2007.SO, there is significant difference between the growth of the Flls investment 
in India and emerging developing countries. In fact, the growth of the Flls 
investment in India is more significant. 
b. Testing the growth of Flls investment in India: 
Flls investment in India and rest of the top 9 emerging economies like 
China, Brazil, Russian Federation, South Africa, Turkey, Thailand, 
Philippines, Indonesia and Malaysia from the period 2000 to 2007. 
After liberalization, the most lucrative destination for Flls is tested by 
taking the average growth of Flls investment in 9 emerging countries from 
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better than that of 9 emerging countries from year 2000 to 2007. So there is 
significant difference between the growth of the Flls investment in India and 9 
emerging countries. In fact, the growth of the Flls investment in India is more 
significant. 
c. Testing the growth of Flls investment in India and rest of the BRICs 
economies like Brazil, Russia, India, and China from the period 2000 to 
2007. 
After liberalization the most lucrative destination for Flls is tested by 
taking the average growth of Flls investment in BRICs countries from 2000 to 
2007 and it has been compared with the average growth of Flls investment in 
India. 
Lets assume the Null Hypothesis Ho= growth of Flls investment in 
BRICs countries from year 2000 to 2007 (pi) = growth of Flls investment in 
India from year 2000 to 2007 (P2) 
Null Hypothesis Ho = Hi against the Alternate hypothesis Ho # Hi or Hi 
> Ho If it is not equal than it may be either Hi > Ho or Hi < Ho 
Applying the T-Test to compare the growth of the Flls investment in 
BRICs countries from year 2000 to 2007 (po) and the of Flls investment in 
India from year 2000 to 2007. 
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By applying the t-Test, the result obtained is: 
Pair 
1 
Growth of 
Flls 
investmen 
tinBRICs 
and India 
Globalisati 
on 
Paired Samples Statis 
Mean 
23.3467 
1.5333 
N 
15 
15 
tics 
Std. Deviation 
29.7010 
.5164 
Std, Error 
Mean 
7.6688 
.1333 
Paired Samples Correlations 
Pair Growth of Flls 
1 investment in BRICs 
and 
India-Globalisation 
N 
15 
Correlation 
-.502 
Sig. 
.057 
Paired Samples Test 
Pair Growth of 
1 Flls 
investment 
in BRICs 
and 
lndia--Glob 
alisation 
Paired Differences 
Mean 
21.8133 
Std 
Deviati 
on 
29.963 
Std. 
Error 
Mean 
7.737 
95% 
Confidence 
Interval of the 
Difference 
Low 
er 
5.22 
Upper 
38.4066 
t 
2.82 
df 
14 
Sig. 
(2-tail 
ed) 
.014 
Sources: Computed on the basis of Table-4.19, Chapter-4, p-197 
Interpretation: Again, the calculated value of t at 14 degree of 
freedom is 2.82 which is greater than the table value 1.761 at 5% level of 
significance. It means the null hypothesis is again rejected at 5 % level of 
significance. Thus, the alternate hypothesis is accepted as proved that the 
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growth of the Flls investment in India is better than that of BRICs countries from year 
2000 to 2007. So, there is significant difference between the growth of the Flls 
investment in India and BRICs countries. In fact, the growth of the Flls 
investment in India is more significant. 
5.3.Conclusion 
This chapter dealt with the testing of the hypothses of the study to 
substentiate the objectivs of the study. The hypothses based on testing the 
impact of liberalisation on profitability, liquidity, marketabilioty and knowing the 
impact of Fllf on Indian Capital market.On the basis of results obtained by 
using suitable statistical tools, hypothses were tested and in all the hypothses 
the alternate hypothses were accepted and null hypotheses were rejected, it 
has been proved that the impact of liberalisation on profitability and liquidity 
have improved in the Indian Capital Market but simultaneously the volatility 
has also incresed in the Market. Flls have started showing more and more 
interest in the Indian Capitall Market. 
217 
Chapter- 6 Summery of Conclusions, Findings 
and Recommendations 
6.1 Summary of Conclusions 
6.2 Findings 
6.3 Recommendations 
Chapter-6 Summery of Conclusions, Findings and Recommendations 
6.1 Summery of Conclusions 
A number of developments have taken place in the Indian capital 
market with the launching of financial reforms since July 1991.With the advent 
of liberalization, the India capital market has gone under tremendous changes. 
Prior to liberalization, the India stock market was not in the global picture. But 
today, it is one of the most attractive markets for the Foreign Institutional 
Investors (Flls). The establishment of SEBI as an apex institution for the capital 
market was the most important decision to proceed towards the globalization. It 
was SEBI, who in consultation with the Ministry of Finance and Government of 
India took number of steps to bring the Indian capital at par with the global 
standards. Some of these steps were establishment of OTC, NSE, NSDL, 
CDSL, ICSEI and introduction of number of innovative financial instruments, 
which were prevailing in the global markets. To achieve the globalization should 
not be the only objective, but Government of India in consultation with the SEBI 
must take certain measures to provide the maximum benefits to the Indian 
Investors from the India capital market rather than to Flls. 
India' economic growth has been robust with an average GDP growth 
rate of over 5.5% pa. for the last 20 years. However, despite several policy 
reforms the Indian stock market has gone nowhere since March, 1992. It is 
noteworthy that this excellent growth record has been achieved in the 
presence of very high and rising, real interest rates. The effect of economic 
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reforms on the stock market has been nullified by these increasing, and high, 
real interest rates. Hence, the Indian stock market has gone nowhere since 
March, 1992. Given that growth has been accompanied by wide ranging 
reforms covering external, fiscal and financial sector, it would be logical to 
assume that the financial markets performance would have fully discounted 
the reform story in India by way of higher valuations. 
Taking into account international experience and needs of the financial 
markets, NSE launched NCFM (NSE's Certification in Financial Markets). It 
tests practical knowledge and skills that are required to operate in financial 
markets, in a very secure and unbiased manner, and certifies personnel with 
a view to improve quality of intermediation. With the Internet becoming 
ubiquitous, many institutions have set up securities trading agencies that 
provide online trading facilities to their clients from their homes. This has been 
possible since all the players in the securities market, viz., stockbrokers, stock 
exchanges, clearing corporations, depositories, DPs, clearing banks, etc., are 
linked electronically. 
Indian Capital Markets have grown exponentially in the last few years. 
The growth has been in every sphere, in the amount of capital raised through 
primary issuances, in exchange trading turnovers, in the market indices and 
market capitalization, in mutual fund assets and foreign institutional 
investment. Corporate earnings are growing at healthy pace and the markets 
are a reflection of the health of the Indian economy. The Indian capital market 
attained further depth and width in business transacted during 2007. The 
Bombay Stock Exchange (BSE) Sensex, which had been witnessing an 
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upswing since tlie latter part of 2003, scaled a high of 20,000 marks at the 
close of calendar year 2007 and 21000 in January 2008. The National Stock 
Exchange (NSE) Index rose in tandem to close above the 6,100 mark at the 
end of 2007. Both the indices more than tripled between 2003 and 2007, 
giving handsome yearly returns. Alongside the growth of business in the 
Indian capital market, the regulatory and oversight norms have improved over 
the years, ensuring a sound and stable market. 
In the process capital market is being rebuilt some of the important 
developments that have taken place in the Indian market The path ahead is 
as challenging as was the path we had traversed all these days. But with the 
experience and learning of all these years we are confident of surging forward 
successfully setting new standards in the process. In post liberalized era we 
achieved a lot in regard to growth in the number of transactions, turnover on 
daily, monthly and yearly, market capitalization, Flls and mutual fund 
investment, number of players, number of instruments, profitability, liquidity, 
marketability etc. Growth in these factors is definitely a signal of strength of 
the capital market, but this is also a reality that the Indian market has become 
volatile in post liberalized era. This volatility is adversely affecting the interest, 
of the real investors. This is the duty of the Government of India along with the 
SEBI to capitalize the impact of globalization and liberalization but 
simultaneously the continence level of the investors in the market should also 
be taken care of. This can be achieved by taking necessary measures to curb 
speculative trading and giving more emphasis on the protective measures in 
the Indian capital market then only real benefits of liberalization we can taste 
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otherwise Flls will reap maximum benefits from our market and our small 
investors will suffer. 
6.2 Findings 
After going through the research on the topic 'Impact of Liberalization 
on Indian Capital Market", the following facts came into knowledge: 
1. The volatility has increased in the Indian capital market after the post 
liberalization period. This volatility is greater as far as the daily prices 
are concerned and it has lesser in case of volatility calculated on the 
basis of month end prices of stock. Further it is again comparatively 
less if consider on the basis of yearly prices of stocks. Thus, the 
investors will always be at greater risk when they are busy in intraday 
or jobbing. On the other hand, if they invest and hold it for the 
substantial period of time then they will be in better position as chances 
of returns are greater at minimum risk of volatility. In other words, it can 
be said that the more time investors hold the fund the better return and 
lesser risk they will be exposed to. 
2. Prior to liberalization, the Indian capital market was not much volatile 
as jt was not exposed to the global environmental factors. But after the 
economic liberalization and Flls investment in the Indian capital 
market, slowly and gradually the market has become more volatile. The 
financial year 2007-08 has experienced most volatile year. Hedge 
funds and Flls could have been the biggest sellers in the Indian 
markets, booking profits and making the most of the unprecedented 
221 
Chapter-6 Summery of Conclusions, Findings and Recommendations 
Bull Run that has dominated the Indian stock market for a long time 
now. The current volatility is also linked to global bourses. There is a 
big correlation among global markets. The presence of hedge funds 
across asset classes, along with increased global movement of capital, 
has increased event-related volatility. Volatility in commodities markets 
has also significantly affected equity markets. A combination of global 
and local factors is affecting this market. On the local front there has 
been a huge build-up in derivatives positions and volatility led to margin 
calls. Also many IPOs have sucked out liquidity from the primary 
market into the secondary market. 
3. After going through the research, discussions and consultation with 
different investors and brokers; I came to know that investor who 
invests at right time and hold the securities for substantial period of 
time is likely to get more return on investment. Those as a matter of 
greed do intra day or jobbing or trying to get speculative profit in very 
short time are likely to suffer from losses and mental tension. 
4. The liquidity and marketability in the Indian capital market has 
improved after liberalization of the financial sector and establishment of 
NSE and depository institutions like NSDL and CDSL. These 
institutions have really contributed a lot in improving the efficiency of 
the market. The transaction cost in the form of brokerage has reduced 
sharply with the operation of depositories. As a result of this, the 
number of players, turnover and market capitalization in terms of % of 
GDP etc. have achieved handsome growth in post liberalized era. 
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Market liquidity increased greatly between 1992 and 2007. This was a 
function of changes in settlement rules and the introduction of 
derivatives trading. The NSE introduced trading in equity derivative 
products in June 2000. It has since become the largest exchange in 
single stock futures and it ranks fourth globally in the number of stock 
index futures contracts traded. 
5. The Indian capital market was untapped, unexplored and under valued 
prior to liberalization. In liberalized regime, the market got tremendous 
exposure at global level. Flls, Mutual fund companies and other 
investors started getting the untapped profit from the market. As a 
result, the Indian market started giving more return to the investors. 
The financial year 2006-07 proved that the Indian capital market the 
most profitable in terms of P/E ratio in the world. 
6. The commodity and derivative market is also affecting the performance 
of the equity capital market. If there is selling of securities in the capital 
market, it if parked in the derivative segment, it is expected the markets 
to continue to be choppy for a while till global liquidity and commodity 
prices settle in. With the markets falling, a technical correction in the 
derivatives segment has perpetrated a larger fall. 
7. Equity markets have evolved considerably since the early 1990s and 
amongst the largest in the world in terms of transactions and have 
costs comparable with the major exchanges. Cost was also reduced by 
the starting of the new clearing and settlement institution. An integral 
part of the new architecture was the creation of centralized 
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counterparty for transaction. At the same time depositories reduced 
settlement risk. Before the establishment of NSE the cost of transaction 
used to be 3.75% which has declined to 0.65% in 1997 and further 
0.35% in 2004. Similarly the settlement cost of back office and bad 
paper risk has also declined sharply and as result the turnover has 
increased tremendously. 
8. The stock indexes rose sharply from 2005 to 2007. During the year 
2005 the Sensex touched 6000 points which grew to 21000 point on 
January 1, 2008. Since stock indexes are barometer of the economy 
and economy could not grow at more than 10% in a year during this 
period but the indexes grew almost 300%. It cannot be digested; it was 
only due to the speculative trading by most of the players in the market. 
Investors should be careful in regard to investment If any where market 
grow in this fashion. The market I likely to crash to get normal position 
as it happened in India after touching the Sensex as high as 21000 
points, crashed to restore normal condition of around 13000 to 15000 
points. 
9. There is no need to get very pessimistic that this is the end of equity 
investing in India. This could be seen as a buying opportunity and we 
will re-visit market valuations after the correction. India cannot escape 
a global meltdown. With fears of an impending US recession high, no 
country is likely to be spared. 
lO.FIIs have slowly and gradually started making grip over the affairs of 
Indian capital market. When the market is under valued they will show 
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interest in tlie market and if it is over valued they will do profit taking. 
This will be the usual practice of Flls in the market. They keep on 
shuffling their fund from one market to another to get best result. 
Whenever they buy, most probably the market indexes are in green 
color and if they sell then the indexes are in red. It shows they are 
really dictating the market. 
11. The maximum benefit of the market is taken by Flls and followed by 
the mutual fund companies. The retail investors are the least 
beneficiaries in the market. Retail investors cannot affect the market as 
compare to Flls and Mutual fund companies because their investment 
carrying small amount of transactions. 
12. The turnover of the spot and derivatives market of NSE and BSE 
continued to show an upward trend. During 2007, NSE and BSE spot 
market turnover showed a rise of over 60 per cent and 47 per cent, 
respectively, over the previous year. 
13. The Indian capital market has created the global impact in international 
scenario. There was a time when Indian capital market was no where 
in the global picture prior to the liberation. But today, Indian market is 
considered to be the most emerging market of the world along with 
Taiwan, Korea, China, Malaysia and Indonesia. The global impression 
has improved only after the establishment of NSE, the stock national 
exchange with latest and sophisticated technology and depositories 
which have facilitated the investors by providing the trading and 
custody of securities in Demat form. It has also facilitated in bringing 
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the cost of transaction to lower side and improving the over all 
efficiency of the market. 
14. The market has got the exposure of international business 
environment. Now it will affect the market if here is a change in the 
global investment climate or any other issue like oil prices, US 
economy. War etc. One of the primary triggers is the huge fear of the 
United States' economy going into a recession with foreign institutional 
investors trying to reallocate their funds from risky emerging markets to 
stable developed markets. Analysts are now expecting a cut in US 
interest rates. 
15. Sound macroeconomic environments and sufficiently high income 
levels: Income levels, domestic savings, and investment are important 
determinants of stock market development in emerging markets. 
16. Transparent and accountable institutions. Law and order, democratic 
accountability, and limited corruption reduce political risk and enhance 
the viability of external finance. They are thus important determinants 
of stock market development. 
6.3 Recommendations 
Over the last few years, there have been substantial reforms in the 
Indian capital market. But there are still many issues to be addressed to make 
it more efficient in mobilizing and allocating capital. Inflow and outflow of 
capital would continue to pose serious problems; high degree of volatility in 
the equity market. The following points are suggested: 
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1. The concerned authorities must pay attention to the market in regard 
to protect the interest of the small investors from the global threats. In 
this direction, the number of players should be encouraged like 
recently permission has been given to insurance companies, 
provident fund, pension fund, post offices etc. so that if there is crash 
in the market due to the withdrawal of funds by Flls; it must be filled 
by these players to protect the interest of the small investors. The 
efficacy of the investor protection systems as well as the reforms be 
keep on going by the authorities. 
2. Proper economic policies should be formulated and implemented as 
well to give boost to the companies. It will give better result to the 
performance of the corporations and capital market. 
3. Small investors should be careful in parking fund in the market if the 
market in over priced. They should always keep in mind that if the 
economy grows at the rate of around 8% to 9%, how one can expect 
a return of more than 50%. 
4. Indian capital market lacks professionalism. NSE initiated NCFM 
(NSE's Certification in Financial Market) in this direction to provide 
certification in different specialized areas of capital market. BSE, too 
initiated BCFM (BSE's Certification in Financial Market) to bring 
professionalism in the market, But it should be accelerated. 
5. Presently the settlement system of T+2 should be brought down to 
T+1 to improve the liquidity and marketability of securities in the 
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market. It will also make the market strong by increasing the number 
of players. 
6. The OTC market should also be promoted to encourage small and 
medium sized companies. There is an urgent need to increase the 
number of trading terminals in other cities to provide the platform to 
companies. 
7. Government of India and SEBI should give more attention to bring the 
operational efficiency at par with developed economies. Apart from 
this, a strong campaign should also be initiated to counsel the 
investors of grass root level. The concentration of investors is from 
urban area. 
8. The volatility caused by speculators is shaking the confidence of the 
investors in the market. Regular speculators should be watched, 
identified and monitored. They should be discouraged from the 
speculative activities. It will lead to build the confidence of the 
investors. 
9. Relevant information must be made available to the user in a friendly 
manner and at a low cost. Regulations must require disclosure of 
material particulars as well as risks relating to products and services. 
10. The Indian capital market (primary and secondary) has grown over 
time but compared to other emerging and developed economies, the 
investor base in India, although increasing, is still very small and the 
turnover ratio is the lowest and has a declining trend. Therefore, the 
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investor base should be increased by projecting the stock markets as 
centers of higher returns on investments and not merely as casinos. 
Equity culture among the masses should be developed. This requires 
that investors' interest should be protected by the regulatory 
authorities. Again, the turnover is small and declining because only a 
small number of scrips are traded on a regular basis in the stock 
markets. 
11. A plethora of channels through which financial advice is given and 
received only adds to confusion and insecurity make regulations for 
investment advisors. 
12. According to market analysts, about 30% of American funds come to 
India through Mauritius and the remaining portion invests directly into 
Indian equities. Active Flls account to only about 11% of the total Fit 
registrations, "Though this ruling only has 'persuasive value', it will 
only add up tax uncertainties for foreign investors investing in India. 
Flls have always been uneasy about taxation procedures in India," 
13. Indian tax laws are very unclear. Flls pay taxes on capital gains in 
any other emerging markets other than India. There is always tension 
among investors whenever there are revisions or changes in policy 
matters. 
14.lt doesn't mean the Indian capital markets everything is hunky dory 
and needs no improvement, polishing or refurbishing. In fact, 
dynamics of the global environment dictates that those charged with 
the responsibility of bringing about changes must always seek out 
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new learning by experience, criticism and judgments. The market 
depth needs to be supplemented with further product diversification-
mortgage and asset backed securities, warrants, and disinvestment 
in the public sector. The debt market of India, though large and next 
only to Japan, in Asia lacks vibrancy and does not provide adequate 
options for meeting medium to long term funds, required for green 
field projects, in particular. Infrastructure funding (essential for 
continued high economic grov\rth) has become an issue in the 
absence of a vibrant debt market. There is no market for below 
investment - grade paper or what is called junk bonds. 
15. We should make the corporate debt market vibrant including cash 
and future, operationalization of Indian Deposit Receipts (IDRs), and 
corporatisation and demutualization of remaining stock exchanges 
(has already begun with Stock Exchange Mumbai) where the 
ownership, management and trading rights resides with three 
different sets of people in order to avoid conflict of interest. 
16. The penetration level of the investors in the market is still very low. 
New products are to be introduced to meet the needs of all kinds of 
market participants. MAPIN (unique identification) has to be extended 
to cover entirety of market participants. 
17. National training and skill delivery institute has to be commissioned 
quickly to build a cadre of professionals to man the specialized 
functions in the capital market. There is a need to spread equity cult 
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and build institutions like pension funds to enlarge the size of the 
market and balance volatility. 
18. The regulation of listed companies, a job performed in a fragmented 
manner by SEBI and Ministry of Company Affairs, needs to be 
consolidated to eliminate regulatory arbitrage, shooting out from the 
kinks of regulatory jointing by unscrupulous operators, and blurring of 
regulatory accountability. Further; regulation is an evolutionary 
process and has to be refined on an ongoing basis. 
19. Thus, SEBI v^ o^uld and should continue to travel on the learning curve 
vi^ ith a view to reorient and reconfigure ground rules (regulations), its 
investigating abilities and investor protection measures. 
20.The impact cost which is 0.08% in India, which can further be 
dropped to make the liquidity better than what we are having today. 
21. From safety and protection point of view, the Indian capital market 
needs lot to do. The developing countries like Mexico, Thailand, 
South Africa and Malaysia are having better position in terms of 
safety and protection index. To bring the continence level of investors 
high, the concerned authorities have lot to do in this regard. 
22. Improving liquidity in government securities would require the 
diversification of investor base to the non-traditional investor groups 
like individuals, firms, trusts and corporate entities. Also there is an 
immediate need for the development of a rupee yield curve for a 
greater integration between the domestic foreign exchange and debt 
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markets. The yield curve shows the direction and intensity of future 
interest movements. 
23. The interest of the people and liquidity gets diminished. Such scrips 
and companies need to be activated.. The volatility, in terms of spread 
and co-efficient of variation of security returns, has started rising 
again since 1996-97. Consequently, the ordinary or individual 
investors have suffered heavy losses and lost interest in the stock 
markets. The stock market activity is increasingly becoming more 
centralized, concentrated and non-competitive, serving the interest of 
big players only. The foreign institutional investors have been playing 
an important role in this aspect. Their role should be reduced. This 
seems possible only by increasing the domestic investors' base 
(individual and corporates) and encouraging mutual funds and 
counteracting the profit-taking activities of Flls. But, even after the 
SEBI had provided operational freedom for mutual funds, the investor 
is not showing enough interest in mutual funds. 
24. The stock market efficiency has not improved significantly after the 
initiation of reforms. Although, lot of reforms has been introduced in 
the capital market, most of them are concerned with the big 
institutional investors. For an ordinary investor, the earlier issues like 
insider trading, price rigging, manipulation /exploitation by brokers 
and sub-brokers, and speculation, etc. still exists. Other issues like 
price bands, clearing and settlement, and depository infrastructure 
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need to be addressed for the proper implementation of rolling 
settlement system. 
25. Development of an active debt market is vital for financial market 
efficiency. The debt market in India is conventionally classified into 
three segments, namely, government securities market, public sector 
units (PSUs) bonds market and corporate debt market. At present, 
India's debt market is one of the largest in Asia next to the Japanese 
and the Korean. Central to the development of the debt market in 
India is the development of the government securities market. 
Although private placements of corporate debt and the wholesale 
debt segment of the NSE have increased substantially, the daily 
trading volume in this segment is small compared to its size. The ratio 
of daily trading volume to total debt outstanding is less than one 
percent in India compared to 6.5 percent in USA. Hence, there is a 
problem of illiquidity in this segment. There is a high volume of 
Government stock which yields a coupon of seven to eight percent 
which is not being traded at all. 
26. Investor confidence in stock investment is low. This must be regained 
in order to encourage capital mobilization through primary market 
issues. Further strengthening of investor protection, and 
improvements in transparency, corporate governance, and monitoring 
will be necessary. The capital market infrastructure, such as 
accounting standards and legal mechanisms, should also be 
improved to this end. 
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27. Several policy measures have been taken to activate the debt 
market, such as competitive pricing of Government securities, 
initiation of open market operation including repo operation, and a 
larger percentage of mark-to-market valuation. These measures have 
had a beneficial impact on the system, such as greater market 
absorption of Government securities, lower absorption by RBI, and 
increased attention by investors to interest rate risk management. 
However, further measures have to be implemented to encourage the 
development of the debt market, including reduction of the 23 percent 
statutory liquidity requirement ratio and 100 percent mark-to-market 
valuation for all banks. 
28. In order to increase liquidity of Government securities, diversification 
of the investor base with nontraditional investor groups such as 
individuals, firms, trusts, and corporate entities is necessary. 
Diversification is also important to promote an active market in which 
investors' buying and selling needs vary across time. Banks, financial 
institutions, and provident funds are the predominant holders of 
Government securities. To promote diversification of investors, 
mutual funds could be encouraged to establish gilt funds to invest in 
Government securities through tax incentives, and for primary dealers 
to diversify the investor base. Fully market-based interest rates for 
issuing Government securities are also necessary. The credibility of 
credit-rating companies should be further established. 
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29. Risk Management: The rules that have been introduced during the 
last few years to contain market risks seem to have operated 
reasonably well. Strict enforcement of these rules is as important as 
the rules themselves to effectively manage risk. In this regard, SEBI 
should more closely inspect intermediaries and the stock exchanges 
and, if necessary, strengthen punitive measures. 
30. Integration of the Capital Market with the Banking Sector: Capital 
markets cannot thrive alone—they have to be integrated with the 
other segments of the financial system. Effective and efficient capital 
markets require a stable and strong payment, settlement, and 
clearing systems. India's banking system is yet to come up with good 
EFT solutions. EFT is important for solving problems such as those 
related to direct payment of dividends to bank accounts, eliminating 
counterparty risk, and facilitating Fll investments. 
Matrix of Policy Recommendations 
Issues 
A. Market infrastructure 
1. Accounting principles 
2. Legal mechanism 
B. Corporate governance 
Policy Recommendation 
• Improve accounting principles; 
make them consistent with 
international practice. 
• Strictly enforce punitive measures 
for inaccurate accounting practice. 
• Establish prompt and effective 
settlement of disputes to protect 
small investors' interests. 
• Grant institutional investors voting 
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C. Cost of capital issue 
D. Debt market 
1. Diversification of investors 
2. Stamp duty 
3. Private placement 
E. Integration of stock exchanges 
and consolidation of 
intermediaries 
power. 
• Allow hostile takeovers. 
• Require consolidated balance 
sheets for conglomerates-affiliated 
firms to better monitor cross-
subsidization and internal 
transactions between affiliated firms. 
• Streamline the procedure for public 
subscription of securities to reduce 
transaction costs in terms of time lag 
and uncertainty. 
• Apply fully market-based interest 
rates for issuing Government 
securities. 
•Further reduce statutory liquidity 
requirements. 
• Further enhance the credibility of 
credit rating agencies. 
• Amend stamp duty regime by the 
Government of Maharashtra, where 
Mumbai is located, in the form of one 
time levy or consolidated fee payable 
by National Securities Depository, Ltd 
(NSDL). 
• Indicate the framework within which 
the private placement has to function 
to protect investors from risk 
associated with subscriptions in the 
private placement market. 
• Provide favorable environment or 
some incentives for establishing 
central trading system through 
interconnectivity. 
• Encourage the corporatization and 
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F. Risk management 
G. integration of the capital 
market 
with the banking sector 
merger of brokers and merchant 
bankers through tax incentives. 
• Securities and Exchange Board of 
India to more closely monitor and 
inspect the intermediaries and stock 
exchanges and, if necessary, 
strengthen punitive measures. 
• Banking system to establish a good 
electronic funds transfer (EFT) 
solution to enable direct payments of 
dividends to bank accounts, eliminate 
counterparty risk, and facilitate Flls. 
• Encourage sound competition 
between the banking sector and the 
capital market through more banking 
liberalization. 
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Appendix-1 
Turnover of Indian Capital Market at the March End 
Year 
1988-89 
1989-91 
1999-95 
1995-97 
1997-98 
1998-99 
199-00 
2000-01 
2001-02 
2002-03 
2003-04 
2004-05 
2005-06 
2006-07 
Stock Market Turnover 
($billion) 
65 
52 
68 
218 
244 
243 
477 
631 
188 
200 
335 
371 
540 
930 
Sources: Compiled from the websites of BSE and NSE 
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Indian Capital Market in Pre-Liberalized Era 
As on ZV' 
December 
No. of 
Listed Cos. 
Capital of 
Listed Cos. 
(Cr. Rs.) 
Market 
value of 
Capital of 
Listed 
Cos. (Cr. 
Rs.) 
Capital per 
Listed Cos. 
(4/2) 
(Lakh Rs.) 
Market 
Value of 
Capital per 
Listed 
Cos. (Lakh 
Rs.) 
(5/2) 
Appreciated 
value of 
Capital per 
Listed Cos. 
(Lak Rs.) 
1946 
1125 
270 
971 
24 
86 
358 
1961 
1203 
753 
1292 
63 
107 
170 
1971 
1599 
1812 
2675 
113 
167 
148 
1975 
1552 
2614 
3273 
168 
211 
126 
1980 
2265 
3973 
6750 
175 
298 
170 
1985 
4344 
9723 
25302 
224 
582 
260 
1991 
6229 
32041 
110279 
514 
1770 
344 
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Appendix-2 
Market Capitalization in Terms of Percent of GDP 
Pre - Liberalization 
Year 
1981 
1988 
1991 
Market capitalization as % of GDP 
9.64 
8.6 
19.4 
Sources: Compiled from the websites of BSE, NSEandSEBI 
Post - Liberalization 
Year 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
Market capitalization as Percent of 
GDP 
54.2 
30.6 
46.6 
46.7 
48.2 
35.7 
38.7 
33 
46.8 
27.2 
26.8 
23.3 
43.4 
54.3 
84.7 
86.7 
Sources: Compiled from the websites of BSE, NSE and SEBI 
240 
Appendix-3 
Turnover Ratio and Value Turnover ratio in Terms of Percent of GDP 
Year 
1985-86 
1990-91 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
1997-98 
1998-99 
199-00 
2000-01 
2001-02 
2002-03 
2003-04 
2004-05 
2005-06 
2006-07 
Turnover ratio 
34.5 
32.7 
20.3 
20 
21.1 
14.7 
20.5 
85.8 
98 
126.5 
167 
404.3 
134 
162.9 
133.4 
97.7 
78.9 
81.9 
Value traded ratio 
-
6.3 
11 
6.1 
9.8 
6.9 
9.9 
30.6 
38 
41.7 
78.1 
111.3 
36 
37.9 
57.9 
53.1 
66.9 
70.7 
Sources: Compiled from the Websites of BSE and NSE 
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Appendix-4 
Journey of Sensex from 100 to 21000 
Year 
1978 
1990 
1992 
1992 
1992 
1999 
2000 
2005 
2005 
2005 
2006 
2006 
2006 
2006 
2006 
2007 
2007 
2007 
2007 
2007 
2007 
2008 
Points 
100 
1000 
2000 
3000 
4000 
5000 
6000 
7000 
8000 
9000 
10000 
11000 
12000 
13,000 
14,000 
15,000 
16,000 
17,000 
18,000 
19,000 
20,000 
21,000 
Sources: Compiled from the websites of BSE 
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Appendix-5 
P/E Ratios of some Emerging Stock Markets in terms of Percent 
(March End) 
Name of the Exchanges 
BSE Sensex, India 
Hang Seng Index, Hong Kong 
Jakarta Composite Index, 
Indonesia 
Nikkei 225, Japan 
Kospsi Index, South Korea 
Kuala Lumpur Comp Index, 
Malaysia 
TSEC Weighted Index, Taiwan 
SSE Composite Index, China 
2004 
13.08 
13.15 
44.51 
7.61 
10.48 
14.23 
4.23 
-15.36 
2005 
26.87 
9.64 
29.65 
22.84 
30.26 
6.47 
5.43 
-11.93 
2006 
33.16 
17.28 
37.68 
17.29 
20.92 
11.34 
9.92 
21.35 
2007 
36.53 
22.44 
41.14 
9.43 
23.67 
16.15 
9.62 
36.92 
Sources: The Economic Survey of India, 2007-08, p-97 
Average P/E Ratios of some Emerging Stock Markets (March End) 
Name of the Exchanges 
BSE Sensex, India 
Rest of the exchanges except BSE 
Sensex, India 
2004 
13.08% 
11.26% 
2005 
26.87% 
13.19% 
2006 
33.16% 
19.40% 
2007 
36.53% 
22.77% 
Sources: Worl<ecl out from tt)e Table-5.14, The Economic Survey of India, 2007-08, p-97 
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Appendix-6 
Volatility of weekly returns on the equity market 
Class of stocks 
India: 
NSE50 
Next 50 
(Nifty Junior) 
SENSEX 
BSE 500 
Outside India: 
U.S. (S&P 
500) 
Korea 
(Kospi) 
Jan 2002-
Dec 2003 
2.59 
3.08 
2.51 
4.12 
Jan2004-
Dec 2005 
2.85 
3.47 
1.41 
3.81 
Jan2005-
Dec 2006 
2.01 
2.41 
2.96 
3.23 
0.95 
1.82 
Jan2006-
Dec 2007 
2.45 
2.85 
3.17 
3.3 
1.28 
2.17 
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Volatility in BSE Sensitive Index (Based on the monthly average of BSE 
Sensex) 
Year 
Coefficient of 
variation 
1979-
80 
2.70 
1980-
81 
5.20 
1981-
82 
4.10 
1982-
83 
3.20 
1983-
84 
7.50 
1984-
85 
.10 
1985-
86 
3.6 
Year 
Coefficient 
of variation 
1986-87 
7.1 
1987-88 
6.1 
1988-89 
4.2 
1993-94 
13.2 
1994-95 
11.9 
1995-96 
7.6 
Year 
Coefficient 
of 
variation 
Soura 
1996-
97 
15.37 
3S. Corr 
1997-
98 
23.61 
ipiled frt 
1998-
99 
9.06 
om the 
1999-
00 
5.51 
Website 
2000-
017 ' 
8.59 
^ Of BSE 
2001-
02 
7.1 
2002-
03 
11.7 
2003-
04 
16.72 
2004-
05 
11.09 
2005-
06 
15.6 
2006-
07 
10.36 
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Appendix- ? 
Stock Exchanges in India 
The Stock Exchange, Mumbai 
Phiroze Jeejeebhoy Towers, Dalai Street, Fort, Mumbai - 400 001 
The Stock Exchange, Ahmedabad 
2 Kamdhenu Complex, 0pp. Sahajanand College, Panjara Pole, 
Ahmedabad-380 015 
Bangalore Stock Exchange Ltd., 
Stock Exchange Tower, 51,1 Cross, J.C. Road, Bangalore - 560 027 
Bhubaneshwar Stock Exchange Assn. Ltd., 
217, Budhraja Building, Jharpada Cuttack Road, Bhubaneshwar-751006 
The Calcutta Stock Exchange Ltd., 
7, Lyons Range, Calcutta - 700 001 
Cochin Stock Exchange Ltd., 
6 Exchange House, 38/1431, Kaloor Raod Extn, Ernakulam, Cochin -
682035 Kerala 
The Delhi Stock Exchange Assn. Ltd. , 
DSE HOUSE, 3/1, Asaf Ali Road, New Delhi -110002 
The Gauhati Stock Exchange 
Saraf Building Annexe, A.T. Road, Gauwahati - 781001 
The Hyderabad Stock Exchange 
Bank Street, Hyderabad - 500 001 
Jaipur Stock Exchange Ltd., 
Rajasthan Chamber Bhawan, M.I. Road, Jaipur- 302003 
Kanara Stock Exchange Ltd., 
4"^  Floor, Rambhavan Complex, Kodialbail, Mangalore - 575003 
The Ludhiana Stock Exchange Assn. Ltd., 
Lajpat Rai Market, Clock Tower, Ludhiana - 141 008 
Madras Stock Exchange Ltd., 
13 Exchange Building, Post Box No 183, 11, Second line Beach, Madras -
600001 
Madhya Pradesh Exchange 
67, Bada Sarafa, Indore - 452 002 
The Magadh Stock Exchange Ltd., 
Bihar Industries Assn. Premises, Sinha Library Road, Patna - 800 001 
16 Pune Stock Exchange ltd., 
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PMT Commercial Building, Deccan Gymkhana, Pune-411 004 
Saurashtra Kutch Stock Exchange Ltd., 
4, Swaminarayan, Gurukul BIdg, Dhebarbhai Rd, Rajkot - 380 002 
The Uttar Pradesh Exchange Ass Ltd., 
Padam Towers, 14/113, Civil Lines, Kanpur-208 001 
The Vadodara Stock Exchange ltd., 
19 Paradise Complex, 0pp. Commercial College, Tilak Rd, Sayajiganj, 
Baroda - 390 005 
The Coimbatore Stock Exchange Ltd., 
Avanashi Rd, Coimbatore 
21 The Meerut Stock Exchange Ltd., 
OTC Exchange of India 
92, Maker Towers 'F', Cuffe Parade, Mumbai - 400 005 
National Stock Exchange 
Trade World, Kamala Mills Compound, Lower Parel, Mumbai 400 
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